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HUMAN NATURE IN ECONOMIC THEORY 


I 


One criticism brought against conscious economic theory is 
that it fails to take advised and realistic account of human nature. 
Economics is admitted to have a conception of human nature; 
but the root of the trouble seems to lie exactly in the fact that 
it is a conception—or, perhaps more accurately, a preconcep- 
tion. Its critics feel it to be inexact, unreal and without docu- 
mentation or careful description; advanced, possibly, a step 
beyond the rigid classical homo economicus in the thinking of 
the marginists or corrected classicists of today, but still lacking 
the complex and irrational features of the human figure beginning 
to be bodied forth in the laboratories of the present generation 
of psychologists. 

These psychologists' have already pretty well revolutionized 
the scientific definition of human nature. Instead of a firm and 

‘Too much stress ought not to be laid, for purposes of social science, on the 
differentiating titles of the new psychological groups; the spheres of activity over- 
lap in many places and each group borrows something from the others. The 
term psychologist here is meant to include some scientists who are first of all 
physiologists—such as Cannon, Frank, Berman, Kempf and Loeb; some who are 
mainly anthropologists—such as Boaz, Lowie, and Goldenweiser; some who are 
principally biologists—such as Morgan and Bateson; some who are to be classed 
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clear-headed control of our actions, we seem to have only the 
controls emergent from the group of complicated psycho-physical 
mechanisms sometimes called the instincts; at once the power 
plants of action and the determiners of its direction.t The part 
of reason in this whole process is much less important than the 
old common-sense view supposed. It seems to be merely a 
selective part. We do not act in response to reason; we only, 
through reasoning, decide upon the repression of certain undesir- 
able modes of action and thus clear the way for acceptable 
responses, which, we perceive, will yield us in the long run the 
satisfactions we are driven to seek—those of instinct gratifi- 


among social psychologists with emphasis in one or another place—such as Wallas, 
Cooley, McDougall, Robinson, Huntington, Patten, Veblen, and Ogburn; some 
who are primarily philosophers—such as Dewey and Russell; all these besides 
the abnormal psychologists—such as Freud, Jung, Hitschmann, Hart, Southard, 
and Brill; the Behaviorists, strictly speaking—such as Watson and Thorndike; 
and other psychologists—such as Woodworth, Dunlap, Titchener, Yerkes, and 
Angell. This is, perhaps, an inexact grouping and yet all these contribute directly 
and consciously to our knowledge of human nature as it functions in modern society. 


* There is a great deal to be said concerning these instincts and but little can 
be said here. William James (Principles of Psychology, Vol. II, chap. xxiv) gave 
the lead for the modern treatment of this branch of psychology. The best instinct 
list is probably to be found in Thorndike’s Original Nature of Man. It is quoted 
in J. B. Watson’s Psychology from the Stand point of a Behaviorist (pp. 254 ff.) but 
not with approval. Watson feels too much has been made of these instinct cate- 
gories; and he himself takes the position that they ought to be studied by the 
genetic method (chap. vii). He says that “‘No one has as yet succeeded in making 
even a helpful classification . . . . ,” a statement that seems to the social scientist 
exaggerated, when he views the usefulness of, for instance, Thorndike’s work; but 
which does throw a destructive light on the conclusions of such men as McDougall, 
who reduce the instincts to a very few major categories. Watson’s own summary 
of his attitude gives the instincts a higher place than his preliminary statement 
would lead one to expect. Paraphrased these conclusions are: (1) Man is supplied 
with a large number of directly adaptive, life-conserving activities. (2) Man at 
birth and at varying periods thereafter is supplied with a series of protective attack 
and defense mechanisms. (3) There are also occupational tendencies. In the 
crude stage instinctive factors predominate here and prepare the way for habit. 
(4) Individuality seems to depend upon man’s original tendencies, not upon the 
presence of the completed pattern type of instincts, since these do not exist in any 
large number. These original nature elements are factors which, when taken 
singly, are difficult to detect, but which taken together are most important. They 
are original part activities which have persisted in spite of instruction—such as 
artistic “‘touch” or “technic.” (5) The principal rdle of all instinctive activity, 
neglecting the vegetative and procreative, is to initiate the process of learning. 
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cation—and the added satisfactions of social approval as well. 
(Here our “higher audience” is a determining factor.) These 
desirable responses are not originally referable to reason and 
reflection; responses are caused by the innate impulses, the 
instincts. 

Man is equipped with the psychical and physical make-up 
of his first human ancestors; he is the sort of being who functions 
best in the exhilarations and the fatigues of the hunt, of primitive 
warfare, and in the precarious life of nomadism. He rose su- 
perbly to the crises of these existences. Strangely and suddenly 
he now finds himself transported into a different milieu, keeping, 
however, as he must, the equipment for the old life, largely 
useless now. He must function as best he can under the new 
strains and pressures; but the happy accordances are few and 
the disparities many. Fortunately his power of reflecting’ has 
enabled him to persist under the new conditions by modifying 
his responses to stimuli. Life on the instinctive level is unthink- 
able in a culture having as its most important features urbaniza- 
tion, depersonalization of human contacts, diversity of tasks, 
restrictions on freedom and solitude, monotonies, fatigues, and 
incomplete expressions. And so reason plays its part; but the 
réle is not the one assigned under the hedonist conception. 
Reflection is a modifier, an adjuster, not an originator of conduct. 
So pervasive is its influence, however, that our whole modern 
civilization takes on its color; and the higher levels of human 
achievement appear as a triumph of its expression.2, And man 
comes to function in his new life through habit patterns which 


may be re-formed by reflection. In this way he attains at least 


a partial mastery of his conduct. 

The descriptive powers of some newcomers in the theoretical 
field have been brought to bear on accepted doctrine with dev- 
astating consequences. The results might almost be called an 
exposé. One speaks of the “careless, a priori deductions which 
still dominate our orthodox texts.” And another remarks even 

1 There seems to be an innate tendency to reflect and learn which is a dis- 
tinguishing characteristic of our species. 

2 Santayana thinks of human progress as the “life of reason.” 

3C. H. Parker, “Motives in Economic Life” in The Casual Laborer, p. 132. 
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more caustically: ‘‘The psychology of the bulk of Political 
Economy is still the fruit of limited personal observation and 
of a species of introspection.’’’ And the same author goes on 
immediately to the unkindly suggestion that the contact of the 
theorist with the realities of economic life is infrequent and 
slight and that he lives but casually in the economic arena; ‘‘we 
may be pardoned for doubting, therefore,”’ he says, “that his 
contemplation of himself will produce a representative and 
reliable psychology.”” Wesley C. Mitchell, writing as long ago 
as 1910, found it necessary to say: ‘Our most conspicuous 
economists, in America at least, cultivate the types of theory 
which admit nothing beyond a formal contact with psy- 
chology. .... But such theorists will find the scientific 
significance of their work rated lower in proportion as the 
common-sense concept of human nature becomes modified by 
evolutionary ideas.”” 

Conceptualism is the particular bugbear of the social sciences, 
as, a century or two ago, it was the bugbear of the natural 
sciences. Unhappily the Spencers, the Mills, and the other 
social scientists have not been able to clear away the fogs of 
opinion, prejudice, and belief as Lamarck and Lyell and Darwin 
were able to sweep them from the field of natural science. There 
was a sharp struggle and a quick victory in the one case; but 
in the other the victory has been neither clear-cut nor permanent. 
Conceptualism still haunts the seminars of history, philosophy, po- 
litical science, and sociology; but none of these suffers more se- 
verely than economics. Nor is this hardening of viewpoint limited 
to the theory which embodies the sensitivities of our modern 
acquisitivism and which would confine economic thinking within 
the bounds of the service of commercialism. It also extends to 
the field of pure theory. No classroom where modern generaliza- 
tions are discussed has been free, these past few years, from the 
earnest questionings of students concerning the need for trans- 
forming into realities the psychologic notions of economics. 

*Leo Wolman, “The Theory of Production,” American Economic Review, 
Vol. XI, No. 1. 

2 Wesley C. Mitchell, ‘The Rationality of Economic Activity,’’ Journal of 
Political Economy, XVIII, 113. 
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There has resulted a searching of souls among teachers and 
writers. So O. F. Boucke says: ‘‘A changed economic environ- 
ment is bidding students to prepare for recantations and 
research.” And “ . our concept of human nature has 
materially changed. Its simplicity .... is being questioned 
and the difficulty of untangling its numerous factors reluctantly 
conceded.” 

But it is much easier to vanquish harmful conceptualisms in 
the classroom than to clear them out of the texts. The one is 
an agreeable destructive enterprise; the other calls for the sturdy 
effort of rebuilding a partially wrecked edifice. And so far this 
labor can hardly be said to have begun; but at least the ground 
is being cleared and certain tentative suggestions for the new 
theory are appearing here and there in a persistent if somewhat 
fugitive manner.’ 

One defense against the rising tide of doubt threatening to 
submerge this particular foundation of economics is to contend 
for the old psychology as good science; but there are very few 
economists willing to do this; the old faculty categories and the 
hedonistic calculus have lost their savor. But another and more 
usual defense is to deny that economics necessarily has founda- 
tions in human nature at all. Even W. C. Mitchell seems almost 
to have approximated this attitude when he characterized mod- 
ern psychology as a “dark, subjective realm” which a man with- 
out a lantern had better leave unexplored.’ 

There is a shallow attractiveness about this attitude for one 
who wishes to avoid the difficulty of studying and understanding 
another science as a prerequisite to his own; but it is only super- 
ficial after all and for this reason: economists, rebellious and 
struggling though they may be against their fate, are neverthe- 

* The Development of Economics, pp. 326, 327. 

2 See, however, J. M. Clark, “‘Economics and Modern Psychology,” Jour. 
Pol. Econ., Vol. XXVI, Nos. 1 and 2. It is worth noting that none of the modern 
writers who have attacked the problems of psychology in economics have yet seen 
their way clear to the writing of a text which might supplant the older so-called 
“orthodox” texts of the marginal economists. 

3W. C. Mitchell, ‘The Réle of Money in Economic Theory,” Amer. Econ. 
Rev. Supp., Vol. VI. Commented on also in Fetter, ‘‘ Price Economics vs. Welfare 
Economics,” Amer. Econ. Rev., X, No. 4, 724. 
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less thrust into the very heart of this ‘dark, subjective realm.” 
They must find their way about as best they can; and in such 
circumstances a dim light is better than none. Of course, if 
economics is, by definition, to be confined to the investigation 
of market phenomena and generalizations from these facts alone, 
there is some justification for the attempt to escape the necessity 
for the exhaustive exploration of men’s minds. If it makes no 
difference why a number of persons are willing to pay a price; L 
and if we are concerned only with the fact that they do pay it; 
and if it makes no difference why other persons are willing to 
dispose of the goods they own and we are only concerned with 
the fact they do dispose of them, psychologic investigation is 
inessential. So would the position of the price economists be 
stated; and they quite rigidly would confine the science within 
these limits. This obvious reaction from the notoriously false 
hedonistic calculus represents a denial of the necessity for any 
psychology at all. It is, of course, open to the exquisitely apt 
interpretation of rationalization; but it is an escape much 
sought.! 

It is necessary and yet difficult to place W. C. Mitchell in 
this matter. His great contributions to economic thought have 





' Carl E. Parry in “‘A Revaluation of Traditional Economic Theory” (Amer. 
Econ, Rev., Vol. XI, No. 1) says: ‘‘Recent developments in the field of social 
psychology have clarified our understanding of the relations between human 
nature and the social order. Social psychologists, for instance, have done much to 
increase our appreciation of the organic nature of society and to show that human 
nature, as we know it today, is the product of institutional development. ... . 
One such institution is the market, which is like all the others in being inspired 
to some degree by human nature, in exercising its own influence on human nature, 
and in penetrating and being penetrated by all the other institutions which make 
up the social order. My view of the function of the economist is determined by 
the results of this analysis. He is not primarily concerned with the interpretation 
of human nature as a whole, nor yet responsible for the development of any com- 
prehensive science of human behavior. His primary business is to discover the 
truth about the market. Economics studies the market as political science studies 
the state.’ To the writer this statement and the conclusion seem dangerously 
close to a non sequitur; however, there are qualifying adjectives, ‘“‘primary” and 
“‘comprehensive,”’ which limit the force both of the statement and of its illogical 
consequences. It might be contrasted with the statement of J. S. Mill who speaks 
of psychology in his Autobiography (p. 204) as “that most important branch of 
speculation, on which all the moral and political sciences ultimately rest... . . 
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been in the field of price economics. And yet he has written 
a great deal concerning the relations of behavior to economics. 
He seems to feel, however, that although price is the legitimate 
sphere of the economist, he is perhaps justified in taking an inter- 
est in other fields not strictly his own. (It is, of course, our 
contention here that these other fields are strictly and legiti- 
mately phases of economics.) The following passage defines his 
position as closely as anything the writer has discovered: 

Now if economic theory really has no concern with psychology, perhaps 
a survey of recent literature upon human nature is out of place. ... . For 
when economic theory has been purified so far that human nature has no 
place in it, economists become interested perforce in much that lies outside 
their theoretical field. Further, it is possible that the effort to keep the study 
of human nature out of economic theory may break down. The admitted 
deficiencies of hedonism may stimulate future economists, not to disavow 
all psychological analysis but to look for sound psychological analysis." 

In the market processes which fix prices and in which there- 
fore the price economist is most interested, if the complex of 
supply forces is analyzed, supply is seen to have an important 
basis in human impulse which must be taken into account. And 
even in greater degree the analysis of demand depends upon 
premises in human nature for the explanation of its movements. 
Statistics of market phenomena must be regarded as evidences of 
how people have acted in the past and only in a loose sense are 
they helpful in forecasting the phenomena of the future. They 
do not paint an exact picture of what may be expected in the 
future. Examples might be multiplied to show how the most 
careful of forecasts have gone astray by failing to take completely 
into account the complex factors involved. It is a human weak- 
ness to regard the past as the complete pattern of the future. 
There are so many elements of risk and the case for accuracy in 
forecasting is so poor a one, it seems almost true to say that 
forecasts must take into account the possible reactions of all the 
individuals in the whole market; and if the market be a world- 
market—as it is for so many great staples of commerce—then the 
possible reactions of all the peoples of the world must enter. 
But this is not excluding human nature; it is including it, all of it. 


* Quarterly Journal of Economics, XXIX (November, 1914), No. I, 2. 
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II 


Professor S. N. Patten, almost alone among American econo- 
mists, has been effectively interested in the study of consumption. 
He made of it an important area of theory in its own right. 
Until he wrote it had been merely the study of one of the bases 
for calculating demand; it has been scarcely more in the theo- 
retical systems of most economists since. Approached in this 
way consumption appears only as one of the smaller forces deter- 
mining the all-important price equilibrium and, therefore, of 
very secondary importance to economics as a whole.’ It is 
doubtful whether consumption can be successfully confined to so 
small a niche in theory as this, but even if this were its true place 
its study would be illuminating because it would still illustrate 
the difficulty of understanding price without a previous under- 
standing of human nature. And since the alternative to a 
human economics seems to be a price economics? we may legiti- 
mately inquire whether price theory can stand independent of 
the study of human nature. 

It was in 1889 that Professor Patten published his small 
volume, The Consumption of Wealth This inquiry undertook to 
formulate the “laws regulating the consumption of wealth.” 
It was, in reality, a very early essay in sociai psychology from 
the viewpoint of an economist—as, indeed, any work in the 
theory of consumption must be. If there are laws of consump- 
tion they are most important in their relations to human con- 
duct, the conduct of people faced with the necessity of making 
choices. Professor Patten recognized this: 

In consumption we have a department which is of necessity much more 
deductive than either of the other departments of economics. It has its 
basis on facts in human nature and in society, which are of the most primary 
character, and hence are most easily hidden beneath a mass of obscuring 
facts which have their origin in a multitude of secondary causes. 

* See, however, the various references to the importance of consumption in 


the works of the English economist, J. A. Hobson, especially in The Evolution of 
Modern Capitalism, chapter xvii, edition of 1906. 

2 See Professor Fetter’s discussion in “ Price Economics vs. Welfare Economics”’ 
in the Amer. Econ. Rev., Vol. X, Nos. 3 and 4. 

“Publications of the University of Pennsylvania Politicai Economy and 
Public Law Series,’’ No. 4. 
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It was clear, in 1889, that if one cared to discuss consumption 
at all there must be included a theory of human nature and that 
if one who was an economist were to formulate a theory of human 
nature it must be by a deductive process.’ 

Inductive reasoning cannot begin without facts, nor, indeed, 
without the preceding flash of insight which gives an intimation 
of significance. Neither the insight nor the facts were ready to 
hand and yet there was need to bring human nature into eco- 
nomics if there was to be built up any adequate explanation of 
wants and the means of their satisfaction. It may of course be 
said that human nature already had been brought into economics; 
and it had. But it was a conception of human nature which 
failed to explain much human conduct and so was useless. 
Professor Patten saw this, and throughout his long career as 
teacher and writer he has been insistently emphasizing the 
dependence of economics on psychology. Only he, of his genera- 
tion of economists, worked out a theory of choices that can be 
considered seriously; no other economist perceived the impor- 
tance of work in this field or, in fact, in any other which appeared 
to have as a prerequisite the study of human nature.? 

In 1892 his Theory of Dynamic Economics was published? 
which was again partly an essay in social psychology. In this 
it was he remarked concerning Mill and Jevons—very much as 
Dr. Wolman remarks of present-day economists—“ both assume 
that the laws of consumption depend upon purely subjective 
facts, and can be determined by introspection or by some simple 
induction from general experience. With such views it is not 
remarkable that Mill excluded consumption from economic dis- 

*It ought to be remembered that this very important essay on consumption 
was published during the year preceding the publication of William James’s Prin- 
ciples of Psychology, a work which appears to have furnished the basis in human 
nature for much of Professor Patten’s later work in dynamic economics. 

2 See, however, ‘Economics and Modern Psychology,” by J. M. Clark (Jour. 
Pol. Econ. Vol. XXVI, Nos. 1 and 2). Also the same author has considered 
some dynamic aspects of demand in “Business Acceleration and the Law of 
Demand” (Jour. Pol. Econ., Vol. XXV, No. 3). Professor Clark, however, 
belongs to the younger generation of American economists. 

3“ Publications of the University of Pennsylvania, Political Economy and 
Public Law Series,”’ No. 11. 
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cussion, or that Jevons based his theory of economics on a very 
crude theory of consumption.’ 

These remarks were confined to Mill and Jevons; but he 
might have added that his own fellow-economists in America 
had not advanced beyond Mill in this respect; nor, as a matter 
of fact, have they yet. Professor Patten’s differences with his 
contemporaries turned a great deal on this matter of human 
nature. It was his contention that they were engaged in fruit- 
less metaphysics, more or less; and they answered by saying he 
was not discussing economics most of the time. And so there 
was no issue. But it seems to some, at least, of the younger 
generation that Professor Patten was essentially more nearly 
right than his adversaries. Their economics is of little use to 
us now. Of course it is also true this early book of Professor 
Patten’s is of little use now too; it contains no theory of choices 
we can call workable. He deduces certain laws of necessity, of 
variety, of harmony, of cost, of grouping, and of negative utility.” 
But they are based on his own conception of human nature again, 
which, of course, being more modern, is better than that of Mill 
or of Jevons, but which now has to be revised in the light of 
later psychologic facts. In this sense his contemporaries were 
correct. But after all he was on the right track and his early 
work has led directly up to his great but almost unknown work 
concerning the relations of psychology and culture. 

So far, it can be said, economics never has had an entirely 
adequate theory of choices. The lack seems to have becomie 
so notorious that a friendly philosopher has discovered an urge 
to come to the rescue.‘ Professor Stuart criticizes the marginal 
utility theory because it presupposes definite, precise, and 

*P. 30. 

2H. R. Seager adopted them in his Principles of Economics (chap. v.); but 
no other text includes them. 

i“The Mechanism of Mind,” Annals of the American Academy of Political 
and Social Science, LXXI, 202-15; “‘The Divided Self,” Monist, XXX, 223-27; 
“The Genesis of Consciousness,”’ ibid., XXIX, 432-47; ‘‘Analysis of Mental 
Defects,” ibid., XXX, 107-25; ‘‘Cosmic Processes,” ibid., XXX, 406-42. 

4“The Phases of the Economic Interest,’”’ by Henry Waldgrave Stuart in 
Creative Intelligence by John Dewey and others. 
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impossibly minute ends in view from the beginning of the valua- 
tion process in the mind of the purchaser." He suggests that 
choices are made in three ways: first, because of old desires for 
old things; second, because of the better satisfaction of old 
desires by new things; and third, because of an ineradicable 
tendency to adventure with new things which is, essentially, an 
epigenetic process. He formulates a new term, “constructive 
comparison”’ to cover this third class of choices; it means a 
leap of the imagination, an undertaking of something vague but 
desirable precisely because of newness. 

This is the most important way of choosing, he seems to feel, 
so far as social effects are concerned, and also the most important 
for the promoter and organizer of business to understand. If 
new things do not depend for their success in “catching on” (as 
the salesman would say) upon concealing the new under the 
label of the old or upon the imitation of old flavors, but on the 
contrary attract by their very uniqueness and novelty, it makes 
a difference to economic theory. Economists have not ordinarily 
supposed that people make important choices in that way, 
however well known the principle may be to the professional 
advertiser. 

Interesting contribution as this is, there are still some elements 
it neglects. One has only to analyze the act of choice from the 
point of view of our new, if only partial, knowledge of behavior 
to see what elements have been omitted. Constructive com- 
parison implies a putting of emphasis upon curiosity, the 
impulse to approach and manipulate; whereas it is doubtful 
whether any act of choice can be accurately attributed to this 
impulse alone any more than it can be attributed to the single 
factor of reflection. The one error is not so serious as the other 
but it nevertheless oversimplifies the act. Choice really depends 
upon the power of the instrument chosen to call out the responses 
in an individual. If individuals are made up of “‘sets” or tend- 


* Cf. also E. H. Downey, “The Futility of Marginal Utility,” Jour. Pol. Econ., 
XVIII, 253; also J. M. Clark, ‘Economics and Modern Psychology,” ibid., XXVI, 
12 ff.; and Thorstein Veblen, ‘‘The Limitations of Marginal Utility,” ibid., XVII, 
620 ff. 
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encies to react in certain ways, a good or a service must touch 
off one of these sets or it will not be chosen. The intensity of 
demand will depend upon the force of the drive set up from the 
innate tendency toward the stimulating instrument. And this 
would be about all there would be to choice if life were lived 
on the instinctive level. But the factor of reflection enters and 
with it enter modifying forces. 

There is first to be considered the elemental tendency, the 
instinct in action; then there is the crust of habits formed 
throughout a history of elimination of undesirable responses 
through trial and error; also there is the rational weighing of 
the utility of the instrument under consideration as a possible 
choice against the disutility involved in giving up whatever 
must be sacrificed to obtain it; and again there is the weighing 
of alternative choices. This last is in itself very complex. It 
suggests that the instincts are tendencies and sets in general 
directions only, and depend for their satisfaction upon no partic- 
ular embodying instruments. One may, for example, satisfy 
the hunting tendencies with various alternative instruments, so 
widely different, perhaps, as a duck boat and a repeating shot- 
gun or tennis equipment and a court to play on. Then too 
the weighing of alternatives, simply stated, confuses the weigh- 
ing of utilities with the weighing of correlative disutilities, the 
one a positive and the other a negative process. Although one 
may think himself comparing the value of quarts of blackberries 
with the value of pounds of butter, he is in reality also comparing 
the disutilities involved in the acquiring of each. Of course 
this factor is of less importance in a strictly money economy; 
money equalizes the disutilities invoived in acquiring different 
goods. 

So that when we come to consider what the economist means 
when he speaks of a marginal buyer and find he means the least 
willing of a number of possible buyers, we are forced, if we care 
at all for exactness, to consider what creates a least or a less 
willing buyer. ‘There is no other possible course to pursue if the 
object be to make an accurate forecast of demand. And, we 
see, the determination of an individual’s willingness to buy lies 
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somewhere between the original driving force stimulated by the 
instrument and the power of his intelligence to modify this 
response in the direction of rationality, which is to say, in the 
direction of foreseen net satisfaction. 

It may be said these elements are variable in different per- 
sonalities and, therefore, there never can be any successful general- 
izing process carried through; but this is at most only a half- 
truth. If by a deductive process, we can construct some 
hypothesis of the usual norms in which consumption runs and 
set to work to substantiate this theorem by objective tests, just 
as the natural scientist would solve a similar problem, we may 
find that we can, in this way, discover paths through the wilder- 
ness as recognizable as are human traits themselves—for after 
all these are only very complex human traits. It might be said 
no two men would respond identically to a blow in the face; 
but the responses to such a provocation would be sufficiently 
alike to make it possible to guess after a few experiments what 
most men would do under these circumstances; and persistent 
observation and checking up would yield sufficient data for 
forecasting roughly the number who would strike back and the 
number who would run away, the number who would become 
excited and the number who would remain cool. 

Similarly we might in time forecast the responses of house- 
wives to the provocations involved in butter, eggs, and cheese 
displayed in the market place, or, even, the responses of business 
men to the stimulations of their environment. There would be 
elements of inaccuracy introduced by variations in income, 
because, of course, the size of income has a very important 
effect upon the elasticity of demand; and by the nature of the 
alternatives, because one mother will care more about the educa- 
tion of her child then will another and this will influence her 
demand for educational services and facilities and for bread and 
meat as well; and by the nature of the individual’s reasoning 
qualities, because one will be more scrupulous in adjusting 
alternative foreseen utilities than will another. Then, too, 
general changes in the level of prices and the changes in the 
prices of specific commodities relative to the general price 











330 REXFORD G. TUGWELL 


level—which are continually shifting—will have an effect. But 
all of these are more or less susceptible of reduction to recogniz- 
able norms and of being weighed as to relative quantities of 
influence. It is an enormously intricate—and_ necessarily 
co-operative—task to estimate the demands of society but there 
is no other alternative than that of guesswork. And this is the 
important point to be made. 

The hocus-pocus of marginal utility does not explain price. 
It reduces demand, as we see, to an unknown quantity, which, 
when analyzed, turns out to be a human-nature quantity. It 
is a real and inspiring task of the economist to assist in turning 
these unknowns into knowns; but in doing this he misconceives 
his function if he imagines himself avoiding psychology. In 
reality when the experimental economist sets to work to measure 
objectively the norms of human consumption, he, instead of 
escaping psychology, becomes a psychologist in the sense that 
he contributes to a knowledge of social behavior being variously 
built up." He is, as a matter of fact, able to make a peculiarly 
important offering no other group of scientists is in a position to 
make because of his preoccupation with the conduct of people 
face to face with the dilemmas of choice in the market place, 
the field, the factory, and the home as they go about producing 
and trading and consuming the instruments of modern culture. 

But there seems to be an incorrigible determination among 
the members of other scientific groups to think of psychology as 
inevitably subjective. It is a tragic misconception to think so of 
behaviorism at least, for this is precisely the weakness behaviorists 
object to and the root of their departure from the older forms of 
psychology. ‘This science, like the older ones, is engaged in the 
universal occupation of pushing back the borderland of opacity 
that encircles the small patch of tentative certainty that is the 

t This thought is also suggested by W. C. Mitchell in ‘Human Behavior and 
Economics: A Survey of Recent Literature” (Quar. Jour. Econ., XXIX, No. 1, 
3): “It may even be that economists will find themselves not only borrowing 
from but also contributing to psychology. For if that science is ever to give a 
competent account of human behavior it seems necessary that economists should 
do part of the work. Human nature is in large measure a social product and 


among the social activities that shape it the most fundamental is the particular 
set of activities with which economists deal.” 
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science;' and that has been won with incredible pains and at a 
heavy cost. 

Science in general expects ingratitude, lack of comprehension, 
even active hostility from the vested ideologies it undermines; 
it ought not to have to contest the way with other sciences as 
well. Such gratuitous opposition smacks of the jealousy of little 
minds; it has no place in the great co-operation of modern 
intellectual advancement. Nevertheless it is true that from the 
attitude of many economists one might gather that the study of 
the mind is a region of superstition or at best of pseudo-science, 
which men had best avoid in the interest of finding more fruit- 
ful and less metaphysical fields of endeavor elsewhere. This is 
naive and is ungenerous to the eminent psychologists of the 
present generation and to some, like William James, of the past. 
It seems to be born of misreport which any scrutiny of the 
procedure of the behaviorists would correct. 

It is perhaps idle to inquire how so grave a misapprehension 
may have arisen; but it at once occurs to the student of the 
affair that it may have come about through a confusion of 
behaviorism with Freudianism, which enjoys particular disrepute 
on account of vagaries of the amateur practitioners who presume 
too much on slight acquaintance with its principles. Or the 
confusion may have arisen in another fashion; the behaviorists 
are interested in knowing how the members of our species con- 
duct themselves in the situations they are confronted with in a 
going world; and in order to obtain the necessary evidences 
they resort to a variety of more or less satisfactory experimental 
devices such as the study of the responses to stimuli of infants 
and those abnormal persons in whom normal conduct is sig- 
nificantly exaggerated even if sometimes distorted. It may be 
knowledge of these devices has spread about and an appearance 
of eccentricity obscured their real value. But this is the affair 
of the behaviorists. Devices quite as outrageous marked the 
early stages of other sciences and should have provided a warn- 

* William Beebee expresses this idea very beautifully in The Edge of the Jungle 
(p. 274): ‘All our stories are of the middles of things—without beginning or end; 


we scientists are plunged suddenly upon a cosmos in the full uproar of eons of 
precedent, unable to look ahead, while to look backward we must look down.” 
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ing against any a priori judgment of the value of the mechanics 
of investigation. So humble an instrument as an egg was used 
in an early demonstration of a scientific truth; but the nature 
of the illustrating device did not in any discoverable way impair 
the validity of the facts disclosed by its aid. 

Certainly the devices of the behaviorists have been useful 
in the sense that we now have the facts which provide a signifi- 
cant nucleus for others and which will grow into a later, more 
complete, body of truth. Already they are sufficient to form 
the basis for certain generalizations valuable to the social 
sciences. It is only the study of human nature that can force 
the great closed door of economic theory. The battle cry of 
“down with subjectivism” is an irrelevancy; it merely confuses 
the issue; there is no subjectivity implied in the study of human 
conduct. 

What has been characteristically overlooked in all this both 
by the psychologists and by the economists is that great areas 
of their sciences overlap. What the behaviorist sees in his 
laboratory the economist meets in the fields and the factories 
and is under an obligation to understand. And if behaviorism 
tends anywhere it must be toward the understanding of such 
conduct as the economist strives every day to measure more 
precisely so that he may predict with greater certainty, even if 
he is interested in nothing more than prediction. 


Ifl 
Carried into one of its most obvious implications, an investi- 
gation of the effects of industrial life on men would involve the 
whole of production. This again is a field of theory regrettably 
neglected by economists.‘ And yet there is no sphere more 
certainly the economist’s, unless, indeed, we again face from 
* This is not meant to imply that production is not studied. A glance at the 
catalogue of one of our schools of business will show separate departments richly 


provided with professors and students for every phase of production from cor- 
poration finance to real estate practice, from insurance to factory management 


and from accounting to commercial law. But there will be very little considera- 
tion of the meaning of all this activity for civilization. What goal the industrial 
system is and ought to be directed toward—these questions are distinctly sub- 
ordinated. Buta theory of production should include them asa formative element. 
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another angle the ultimatum of the price economists: ‘‘ Econom- 
ics belongs to the market place alone.’’ And for them there 
still exists the embarrassing onus of the explanation of supply. 
Why is there a marginal producer? And is price influenced at 
all by the costs (not the expenses) of production? These are 
pressing questions and they must be answered unless the price 
economist is willing to introduce into the equilibration of demand 
and supply another unknown quantity and to confess his indiffer- 
ence to a mathematical absurdity. 

The marginal producer is as much a psychological concept as 
the marginal consumer. When he is postulated, in effect it has 
been said: ‘‘Here is the least willing of a number of sellers.”’ 
His willingness to part with what he owns may or may not have 
anything to do with the expenses of production. And yet mostly 
we assume the willingness of the seller to be altogether deter- 
mined by the expense to which he has been put in the process of 
acquisition. In reality, when a seller parts with anything, there 
is raised, in discussing why he does so, the whole question of 
his equipment of impulses and the relation of the thing in ques- 
tion to them. And just as when the purchaser is approaching 
the act of buying, the question of the power of reflection enters 
here. The seller may be supposed to weigh alternatives and to 
put to work on the problem whatever equipment for reflection 
he possesses. Then too it is usually forgotten that the seller is 
often the preparer of things for the market and that he must 
enter upon a train of actions which will finally result in goods on 
a market a very long time before any such consummation takes 
place. When a seller gives up one thing and receives the 
wherewithal of the purchase of many other things in return, 
what part of this act is impulse and what part of it is dominated 
by a conscious weighing of alternatives? The answer is deter- 
mined by the strength of the appeal of the things commanded 
by the money he will get, by the training he has had, by the 
habitual responses that have grown up in him by his liking for the 
acts involved in preparing for market what he sells—and the like. 
It is a complicated process, it is true; but its analysis is the only 
possible basis for the understanding of the concept of marginal 
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supply. And it is susceptible of the same reduction to dis- 
tinguishable norms of behavior as is the conduct of consumers. 
Very clearly the only alternative is guesswork. 

The camouflage phrase “marginal cost of production”’ hides 
a seething mass of underlying questions which can be answered 
only by the science which has for its subject-matter the behavior 
of men. It may be suggested too that for the economist who 
seriously intends the construction of a theory of production and 
who intends to treat production as something more dignified 
than as a source of supply for the market, a field of theory entitled 
to separate endeavor and understanding, the questions of human 
nature will be found to be the most difficult and the most immedi- 
ate. Production is a human enterprise, carried on in part at 
least for the sake of the ultimate human satisfactions to be gained 
by using the goods and services produced. Some production is 
carried on for the sake of the work itself;’ but in the producing 
efforts of our modern factories (and it is no matter for self- 
congratulation) very few of the resulting goods embody the joy 
of effort. More of them, if they revealed upon their surfaces their 
human costs, would be tinged by the hollow shadows of fatigue 
and colored by the unnatural stains of forced labor. 

Truly the humanity of production is its most important 
feature. The most superficial treatment of the elements of 
the theory must face again and again such difficulties as the 
method of payment for work, the means of maintaining discipline, 
and the effects of the increasing specialization of process. And 
there are other questions having to do with the determination 
of the technique of production. Not only must the technical 
arrangements of factory, warehouse, and counting-room be 
adapted to the nature of the material to be shaped and finished; 
but also the place of work and the way of working somehow 
must be molded more successfully about the producers. More 
expressions and fewer frustrations are the demands of human 
nature that must be met in the working life. The penalty indus- 


«Z. C. Dickinson in “The Relation of Recent Psychological Developments to 
Economic Theory” (Quar. Jour. Econ., Vol. XXXIII, No. 3) speaks of this as 
‘‘costless production.”’ This is not a good descriptive term, however. Production 
of this sort is not only costless but represents a positive gain. 
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trial society pays for the neglect of this consideration is already 
serious. The most violent manifestation of industrial disturb- 
ance is, of course, the strike. But just as a very small part of 
the mass of a floating iceberg is visible, so only a small part of 
the general unfocused psychosis of industry shows itself in 
strike statistics. Industry is much more ill than appears in the 
annual count of strikers! These are the problems on the 
successful resolution of which would depend the usefulness of a 
theory of production. 

The need of consumption and production for an understand- 
ing of human nature is very real; so also is the need of “price 
economics,’’ as it has been the endeavor to show here, both on 
the side of demand and on the side of supply. So it would be 
true to say that if economics as a science were to be confined to 
the analysis of market phenomena, denying the significance of 
these phenomena as evidences of the nature of human conduct, 
the generalizations arrived at must be confined to mechanistic 
explanations of how things happened after they had come to 
pass. They are valuable up to yesterday in explaining the 
method of the operation of forces; but because they deal, not 
with causes, but only with methods, no basis for prediction 
lies in them. Without admitting to the calculation the factors 
of human nature which the price theorist seeks to escape, no 
unassailable basis for forecasting can be attained. 

Not even in this restricted field can the economist escape 
the implications of his psychologic premises; nor can he escape 
the implications of his measurements of human reactions to 
economic stimuli and his attempts to reduce them to generalized 
norms. When he performs these, for him common and experi- 
mental, acts, he is a psychologist by act if not by admission. 
He is contributing to the other science of social behavior.’ 

« See, for a further discussion of this, the author’s “The Gipsy Strain” in the 
Pacific Review, September, 1921. 

2J. M. Clark in “Economics and Modern Psychology” (Jour. Pol. Econ., 
XXVI, 4) speaks of this: ‘“‘The economist may attempt to ignore psychology, 
but it is a sheer impossibility for him to ignore human nature, for this science is a 
science of human behavior. Any conception of human nature that he may adopt 


is a matter of psychology, and any conception of human behavior that he may 
adopt involves psychological assumptions, whether these be explicit or no.” 
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IV 


The motives of men as they go about their economic affairs 
are important for economists to understand whenever there 
arises a question of wiy it is human conduct follows a given line. 
It may be that all these why questions are irrelevant; but it 
would be less difficult to adhere to this belief if the whole schoul 
of classical economists and the present-day marginists, their 
successors, had not made such wholesale assumptions concern- 
ing these very motives." 

One great justification, for instance, for the distribution 
categories of rent, interest, profit, and v ages lies in the fact 
that each furnishes an incentive to distinct individuals to do a 
distinct thing. If wage workers receive a share in distribution, 
for example, larger than that technically known as wages— 
say a part of the share known as profits—the value of the cate- 
gory wages is immensely reduced unless it can be shown that 
some social damage resulted from thus disregarding this category. 
These classifications grew up in the hedonist atmosphere. The 
processes of distribution are, to the marginal economist, merely 
processes of fixing the price to be paid for the services of the 
factor in production.? It is assumed that workers labor for 
wages alone, that landlords and capitalists permit the use of 
their instruments of production for rent or for interest and for 
no other reason, and that management in industry persists only 
because of the stimulus of profit. 

But if there is any truth whatever in the behaviorist general- 
ization that conduct is infinitely more complex than this would 

«Z. C. Dickinson in “The Relations of Recent Psychological Developments 
to Economic Theory” (Quar. Jour. Econ., Vol. XXXIII, No. 3) points out what 
these assumptions are. To paraphrase his discussion, they are: (1) Diminishing 
utility. (2) The predominance of self-interest as a motive to competition and 
toward making provision for wants. (3) Certain kinds of motives implied in the 
subjects of inheritance, monopoly profits, rents of natural agents, and differential 
gains of all kinds. For instance in dealing with the question of inheritance one 
of the chief problems is what part it plays in inducing the activity which leads to 
wealth accumulation. (4) A set of assumptions of social facts having chiefly a 
mental origin: legal and social institutions under which economic life is carried on. 
These are collective human habits based on unconscious custom or social will. 


2 Cf. Gide and Rist, History of Economic Doctrines, p. 228. 
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imply, the assumption underlying this theory of distributive 
forces is a mistaken one. Men in their economic lives have all 
the complex motives they are actuated by in any of their other 
spheres of activity. It is a false simplification to attempt the 
reduction of the number of human motives to rent, wages, 
interest, and profits.’ 

About this assumption there are several observations to be 
made. In the first place this is usually spoken of as “rational- 
ism”; and we need to be on guard here, for it appears at once 
that instead of being rational it is only reflective. It only 
becomes rational when it is approached with the preconceptions 
of orthodoxy—in other words, with the notion that this sort of 
conduct is right. If one feels these to be mistaken motives, 
then the conduct inspired by them, assuming them for the 


t The two extremes may be compared in Carver’s insistence on self-interest 
as an all-important motive in economic life in his Essays in Social Justice and 
Parker’s tentative statement of many motives which influence human conduct in 
his ‘‘ Motives in Economic Life” in The Casual Laborer. Carver's attitude seems to 
be somewhat modified in ‘“‘The Behavioristic Man” (Quar. Jour. Econ., XX XIII, 
No. 1, 195); but he still believes the behavioristic man fits into and helps to com- 
plete, but does not modify the symmetrical scheme of classical economics as cor- 
rected by the marginists. 

The broaching of this subject really requires a discussion which cannot be 
entered upon here, of the whole matter of the relations of Hobbes, Locke, Hume, 
Bentham, Ricardo, James Mill, and John Stuart Mill, of the working out of the 
countless early treatises on human nature which preceded that of James Mill, and of 
the formulation of the utilitarian position and its transfer to economic theory where 
it has rested safely with the orthodox ever since. An interesting introduction to 
this matter may be had through J. S. Mill’s Autobiography, especially chapter iv. 
The best treatments are to be found in S. N. Patten’s Development of English 
Thought and in O. F. Boucke’s The Development of Economics, especially chapters iv 
and v. 

It has always seemed to the writer at least that J. S. Mill was wiser than either 
his predecessors or his school of followers about human nature. He was certainly 
always sensible of the dependence of political economy on it; and more clearly 
sensible of the implications of this dependence than had been his father, James 
Mill, or any of those others from whom James Mill inherited his psychology. In 
his Logic (chapters iii, iv, and v of Book VI) he discusses a proposed science of 
‘political ethology”? or social human nature. The need of all the social sciences 
for this foundation is clearly stated here. He says (p. 626): ‘The character which 
is formed by any state of social circumstances is in itself the most interesting phe- 
nomenon which that state of society can possibly present. Secondly it is also a 
fact which enters largely into the production of all other phenomena.” He goes 
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moment to be effective as motives, is not rational but irrational 
in the sense that it will not produce the greatest good. However, 
if these motives are taken as the expression of an ideal, a sort 
of classical absolute, they are seen at once to contribute enor- 
mously to that symmetry of outline and perfection of unity we 
associate with fully developed classicism in economics. They 
harmonize with all the other elements and become an indispen- 
sable part of the whole. If it can be assumed that these are the 
reasons why people conduct themselves as they do, then there 
is a sort of justice in the fact that these are the shares that come 
to them in the distributive process." 

Thus the corrected and fully developed classical or orthodox 
economics of today, sometimes called marginism? becomes not 
only an analysis or a hypothesis but a program, something so 
true it is worth fighting for. Because if it is broken down, even 
in part—by the wage workers encroaching on profits, to return 
on to indicate the significance of this for political economy: ‘‘The most imperfect 
part of those branches of social ‘nquiry which have been cultivated as separate 
sciences is the theory of the manner in which their conclusions are affected by 
ethological considerations. The omission is no defect in them as abstract or 
hypothetical sciences, but it vitiates them in their practical application as branches 
of a comprehensive social science. In political economy, for instance, empirical 
laws of human nature are tacitly assumed by English thinkers, which are calculated 
only for Great Britain and the United States. Among other things an intensity 
of competition is constantly supposed, which, as a general mercantile fact, exists 
in no country in the world except those two. An English political economist ... . 
seldom learned that it is impossible that men, in conducting the business of selling 
their goods over the counter, should care more about their ease or their vanity 
than about their pecuniary gain.” Ashley remarks of this passage of the Logic 
in his introduction to the Ashley edition of Mill’s Political Economy (p. xvii): 
“Tt is clear that it is only political economy that Mill has in his mind; and it is 
primarily to remedy its imperfections that Political Ethology is to be created.” 

But Mill, of course, could do nothing with his proposed ethology. For what 
he had in mind the world had to wait three-quarters of a century for the psy- 
chologists to lay a groundwork, and this, indeed, is not yet completed. And so Mill 
had to write his Political Economy without having the benefit of an underlying 
science of character. But it is at least clear that he always felt a lack which his 
followers did not always perceive, or, if they did perceive, neglected to develop 
and to find for it a place in their theory. 

* Mill, however, specifically exempts himself from this charge (Autobiography, 
p. 231). 

20. F. Boucke, The Development of Economics, chapters vii and viii especially. 
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to our former figure—then something disastrous impends from 
a lack of proper incentive for management, which will cease to 
function, or at the least show a progressive tendency toward 
slacking. So that all distributive shares must be kept within 
their proper limits or else it must be found that progress is 
slowed up and the future of society endangered. The end of 
all this is that distribution comes to be thought of as controlled 
by something very like natural law. 

Viewed from this angle it does not seem so remarkable that 
the classically trained should be so reluctant to admit this new- 
appearing specter of human nature. It calls into question 
immediately the whole justification for the distribution of 
income. 

Then, too, there is another important phase of the matter to 
be considered. It has been assumed that men pursue their 
own gain and in doing so accomplish indirectly the good of 
society... This is the justification for free competition, of 
laissez faire and of whole governmental programs during the 
nineteenth century based on these principles. 

Behaviorism is very disturbing to laissez faire believers 
precisely because it calls in question what is meant by saying 
that man pursues his own gain and how it is that he accomplishes 
in this way the social good he is credited with. The doctrinal 
statement of this position is that man is paid for successful 
competition in money, that successful competition means produ- 
cing commodities of good quality and bringing them to market at 
a cheap price; and that payment in money enables its possessor 
to command all the things which are his real payment. Concern- 
ing this neat synthesis, however, it appears doubtful whether 
competition always means producing well and cheaply when 
there is continual stress on the production of exchangeable 

t Seligman states this idea with his usual clarity: ‘‘Under normal conditions 
competition is indeed the life of trade. The individual competitor may incidentally 
amass a fortune, but if he does so honestly (and dishonesty is not an attribute of 
wealth, but of individuals whether rich or poor), it can only be by conferring upon 
the community still greater benefits. He conquers who does best for society.” 
(Principles of Economics, p. 141.) This is, of course, precisely the attitude of Adam 
Smith and of Mandeville before him. 
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values rather than utilities." Then there is further question 
concerning the psychology implied in the assumption that an 
incentive can be real which depends on the accumulation of 
something in order to obtain something else. The modern 
psychologist would be inclined to feel that there must be an 
intermediate stage. This is to say that the shredded wheat and 
the shoes and the theater tickets which are the real rewards can- 
not be the actual stimuli for the accumulation of the dollars 
that enable the successful competitor to command consumption 
goods. 

The search for the real stimulus reveals the acquisitive tend- 
ency in man, standing as large as life in the place where the 
economists have assumed stood the rational quality which so 
directed conduct as to assure all-round beneficient results. 
Acquisitivism is not a pretty motive; it is rather a specter. And 
yet it explains much which is not otherwise to be understood 
about economic conduct. Can it be that the phrase ‘chase for 
dollars,’’ which Americans have so hotly resented on the lips of 
Old World critics is after all an accurately descriptive saying ? 
It does appear so. We accumulate things, especially dollar 
symbols, just as the mentally unbalanced collect bits of paper 
and hide them in their chambers. We are induced to give them 
up only by a sharp wrench and because some of the other instincts 
have been tempted beyond resistance. 

This conclusion is arrived at rather indirectly, through the 
descriptive work of the analytical economist rather than through 
a conscious modification of classicism. The industrial organiza- 
tion expert sees the growing specialization of our system and 
observes that increasing specialization is created through the 
rather haphazard arrival in the going system of a person or 
organization here or there—wherever it appears there is a profit 
to be made by doing a bit of a function. New functions are 
created; they remain a part of the system only if they pay. 
Indeed the only official economic criterion of their usefulness is 
whether they pay, quite regardless of any other consideration. 
Whether the new function enables the individuals who perform 


«Cf. Henry Clay, Economics for the Gener»l Reader, pp. 383-89. 
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it to get the satisfactions necessary for their acquisitive tend- 
encies is the basis for the social judgment of its worth. 

Illustrations might be multiplied. This formal dependence 
of society upon acquisitivism has led to the characterization of 
ours as an “acquisitive society.”* It is true that there is a quite 
merciless play upon this rather unattractive human trait in our 
economic system. But this does not excuse economists for 
hiding acquisitivism under.a mask of productive virtue, nor for 
justifying what becomes a ruthless and unintelligent directive 
force in industry, leading nowhere in particular except to the 
enlargement of this acquisitivism and the final justification of 
it in our common morality.’ 

V 

Consideration of the fact that the directive emphasis in our 
industrial system is a worse than useless—even a positively 
pernicious—one leads directly to the whole problem of industrial 
ideals which we see economists are after all under obligation to 
understand, unless, indeed, they are prepared to turn this whole 
matter over to the philosophers and to content themselves with 
after-the-fact analyses of price. The burden of evidence seems 
to indicate they are not willing todo this. Not many economists 
do more than lip-service to this attitude. Even those who stick 


1R. H. Tawney, The Acquisitive Society. 

2 For instance we speak of people as “worth” so much, meaning dollars. 

3 This of course raises an old question not confined to economic theory, whether 
a science should be positive or normative. Positive in Keynes’s phrase (Scope and 
Method of Political Economy, pp. 35-36) means tending “toward the establish- 
ment of uniformities”; normative means tending toward “the determination of 
ideals.” The positive position has usually been the most attractive to economists 
in their discussions of scientific methodology. But quite uniformly they have, 
as a matter of fact, come around to the normative attitude soon or late, often 
without attempt at justification. So that they are set down as positivists, even 
when a whole life’s work contradicts the written word. Mill is an example of 
this, one of his last works being his Essay on the Subjection of Women. It was 
J. M. Keynes the elder who declared emphatically that “if moral judgments are 
expressed they should be regarded as digressions” (Scope and Method of Political 
Economy, p. 53). But if this is true a great deal of economics is digression, a 
great deal of the work of J. M. Keynes, the younger son of the author of the Scope 
and Method, too, as witness, The Economic Consequences of the Peace and A 
Revision of the Treaty, as normative in purpose as they could well be. 
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closest to the price aspect of things wish to feel their position to 
be strengthened by saying they seek only a different and better 
method of conserving what is rather loosely called “welfare.” 

And if there is a fairly general agreement among economists 
that welfare is after all the main criterion for the judging of 
systems and theories, we may briefly examine this “welfare” 
to see what, concretely, it means; and we are interested here of 
course in understanding its psychologic implications. The first 
thing to be said is that welfare has to do with satisfactions and 
that satisfaction is a psychologic term. The second point to 
be made is that welfare is not assured by high income. A certain 
level of income is a necessary prerequisite; but whether welfare 
eventuates is determined by the manner of its use. The assump- 
tion that the millenium would arrive immediately upon the heels 
of equitable distribution is a fallacy of older generations that 
still persists. It partly accounts for the economists’ inexcusable 
neglect of the study of consumption. The third point to be 
made is that the idea of welfare includes the ideas of progress, 
prosperity, and intelligent direction—progress, because we must 
obviously move beyond the present stage in order to arrive at 
the welfare phase; prosperity, because it forms the minimum 
basis upon which to build, and intelligent direction because if 
the complex system remains unguided or guided only by the 
intermittent acquisivism of its individuals, happy adjustments 
will come but seldom and by the merest chance, and in all likeli- 
hood the future of such a régime would hold little but intolerable 
intensification of the present pressures of civilization. 

A definition of welfare which excludes all consideration of 
human nature is thus quite unthinkable; and it follows, there- 
fore, that the welfare economist must provide himself with accu- 

« The exchanges between Professor Fetter and W. C. Mitchell concerning the 
respective merits of “price” and “welfare” economics are interesting. Mitchell 
begins by classifying Fetter among the price economists (Amer. Econ. Rev. Supp., 
Vol. VI); Fetter rather indignantly denies this and caustically analyzes the basis 
for Mitchell’s price position (Amer. Econ. Rev., Vol. X, Nos. 3 and 4), indicating 
welfare as the only legitimate long-run interest of economists. To this Mitchell 
has replied informally that the price economist is as much interested in welfare 
as anyone, but believes it is better approached through the study of economics 
from the price angle. 
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rate psychologic premises. His study of the producer and the 
consumer cannot be confined to their transient appearances in 
the spot-light of the market place. Economists are imperatively 
required to be social scientists in reality; and this means that 
they are to say what it is the industrial system does to men 
and to define what it is men have a right to expect from industry. 

Factory life, urban life, office and apartment house life, 
are charging a price for the efficiencies of production they make 
possible. Whether the price is too great, whether the satisfac- 
tions are worth the cost, who but the economist, re-equipped 
with the careful behaviorist analysis of human nature, can say ? 
The anthropologists and the social psychologists are ready 
enough with comments on the unfitness of men for the conditions 
of life the economic system creates., But the economists are 
not providing their share of the contribution to a problem which, 
in its major phase, is especially and specifically theirs. The 
directive intelligence of our time must grapple at once with the 
complexities of an industrial system that is straining men’s 
natures to the breaking-point in its uncontrolled and juggernaut- 
like advance. Upon whose minds should this directive responsi- 
bility fall if not upon those specifically gifted and trained in the 
understanding of industrial philosophy and technique ? 

Theories of progress in terms of production, consumption, 
and distribution involve unavoidably the definition of ideals 
and through the ideals the direction of advance. They refuse 
to be confined to the unadorned and de-emphasized enumera- 
tion of events, which, as a method for social science at least, must 
be almost wholly fruitless. Mere description becomes a dusty 
catalogue of nondescript happenings. There is needed and 
there enters a stress here or there which betrays the emphasis 
of the whole theory; and this emphasis arises because of the 
greater significance of one phenomenon as compared with others. 
No power can create this meaning in events; the meaning is 


«Graham Wallas, Our Social Heritage; C. H. Cooley, Human Nature and the 
Social Order; E. L. Thorndike, The Original Nature of Man; Franz Boas, 
The Mind of Primitive Man; Robert Lowie, Primitive Society; J. H. Robinson, 
The Mind in the Making; Clarence Day, Jr., This Simian World; Irwin Edman, 
Human Traits and Their Social Significance. 
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present because the occurrence marks an advance in one direc- 
tion or another, probably an expected advance which assumes 
a preordered place in the substantiation of an hypothesis. When 
this fact of meaning is admitted—and on what other basis can 
the selection of observed phenomena be explained ?—the direc- 
tive problem, full-fledged, emerges and is seen to be a problem 
which one way or another will turn out to be ethical. It may 
as well be admitted that in analyzing and explaining events, the 
economist (like other scientists) necessarily begins with a feeling 
for his material which has come to him because of its ethical 
significance. With this admission made, it is possible to come 
out into the open and to ask at once what it is that we want from 
industry. There is born an assurance that the science will never 
again be a series of fumblings in a haze of subterfuge and denial, 
nor a hodge-podge of statistics without consistency or order. 
It is this spirit within the scientist that gives his work its rich- 
ness and validity. 

But—and here the psychologic considerations obtrude 
again—it is certainly true that we cannot know what it is that 
we want for humanity from industry without knowing what the 
nature of humanity is that is to be affected. To attempt to 
direct the economic system toward human welfare without 
understanding human nature would be quite as futile as the 
attempt to cure disease without a preliminary study of physi- 
ology, or to do—what no skilled worker will defend—work in 
any material without an intimate understanding of its composi- 
tion, its workability, and its amenability to different modes of 
manipulation. The consequences of programs for the redirec- 
tion of industry are certain to be profoundly serious for humanity. 
The economists’ obligations to understand the substance and 
workability of the endowments and capacities of men is corre- 
spondingly heavy. 

When they are asked to define the ideals for industry, econo- 
mists can accomplish the task only with the use of terminology 
borrowed from psychology; for the instruments men require 
industry to supply are the sort to satisfy natural and human 
even if intransigeant longings. There is beyond this the need 
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that in the arrangements the technicians make to create these 
instruments, they shall not too seriously violate the rules of 
mental hygiene nor compromise the useful surge of the life- 
renewing creative impulses. The economist cannot be content 
with the easy rule that any desired instrument or satisfaction or 
mode of conduct is good. He is forced to say that the production 
or consumption of this or that is wholly or partly bad and ought 
to be changed. He has it at his disposal to define the ideal 
direction of all the intricate and powerful forces of social pressure 
and the provision of alternatives. He dare not shrink from 
advising wise use of them. To do so is to invite the use of them 
blindly. And when he is forced into the directive dilemma, he 
must analyze his problem and present his solution in psychologic 
terms. An answer to the ethical problem in any other terms 
would be irrelevant, obscure, and dangerous. 


REXFORD G. TUGWELL 
CoLuMBIA UNIVERSITY 





THE HUNDRED MILLION DOLLAR FOREIGN-TRADE 
FINANCING CORPORATION’ 


I. INTRODUCTORY 


The movement to form a foreign-trade financing corporation 
with a capital of one hundred million dollars had its origin in 
the American Bankers Association. In the autumn of 1918, 
even before the Armistice was signed, the association turned its 
attention to the future of our foreign trade. At its meeting in 
September of that year, the association adopted a resolution 
pledging itself to support ‘‘the development of export trade, 
to encourage manufacturers to enter upon this field of distribu- 
tion, and to provide as rapidly as possible adequate facilities for 
financing export operations sufficient to meet every reasonable 
demand that may arise.’” 

The result of that resolution was the appointment of a 
Committee of Commerce and Marine, whose duty it was to make 
a study of the foreign-trade situation, decide what should be 
done to further our export trade, and report its findings to the 
association. The chairman of the committee was Mr. John 
McHugh, vice-president of the Mechanics and Metals National 
Bank of New York City. 

The Committee on Commerce and Marine, appointed in the 
autumn of 1918, was in existence for two years, during which 
time it was formulating and developing its plans. Four reports 
in all were presented to the American Bankers Association. When 
the Edge Law was first introduced in Congress in the summer 
of 1919, the committee saw in this bill the means of development 

* The greater part of the material for this discussion, and especially that part 
dealing with the campaign for the sale of stock of the corporation, was obtained 
from the files of the First National Bank of Chicago. I am greatly indebted to 
the courtesy of Dr. Walter Lichtenstein in giving me access to the material, as 
well as for his helpful suggestions and criticisms. 

? Quoted in address by John McHugh before the meeting of Chicago Bankers 


and Business Men, December 10, 1920. 
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of our foreign trade. It gave advice in the formulation of the 
bill and urged its passage. Then, after the Edge Law was 
passed (December 24, 1919), the committee submitted to the 
bankers of the country, for their consideration and comment, a 
plan for a corporation to be organized under that law. Eighty- 
seven per cent of the bankers who reported approved the plan, 
and 65 per cent of those who returned favorable replies said 
that they would recommend that their institutions subscribe 
for stock. 

In the spring of 1920, the Committee on Commerce and 
Marine made a full report to the executive council of the 
American Bankers Association on the results of its work, recom- 
mending that a foreign-trade financing corporation be organized. 
The executive council approved this report and appointed a 
committee of three to work with other organizations in the 
formulation of a definite plan. The committee of three met 
with similar committees from the Chamber of Commerce of the 
United States, and the National Foreign Trade Council. These 
three committees made up the plan for the Hundred Million 
Dollar Corporation, called the Foreign Trade Financing Cor- 
poration. 

When the American Bankers Association met at its con- 
vention in Washington in October, 1920, the Committee on 
Commerce and Marine made its final report, recommending 
the organization of the Hundred Million Dollar Corporation. 
The reasons for organizing with a capital of a hundred million 
dollars were given in the report. American resources would 
have to be organized on a large scale if the plan were to prove 
effective. A few dollars here and there would not be sufficient, 
the report stated; millions upon millions would have to be 
supplied to finance foreign buyers and to pay the bills of Ameri- 
can producers. Moreover, it was urged, one large corporation 
would be preferable to several small ones. A large corporation 
would be able to attract the best expert talent. It would have 
the efficiency attaching to large organizations. Because of its 
ability to make thorough investigations of all credit risks, it 
would give the utmost protection to the investor. Its purpose 
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should be to encourage thrift for saving funds to be invested 
abroad and to encourage production to supply the resulting 
demand for our goods. Its large size would the more readily 
create a market for its debentures. It would be the plan of the 
corporation to give to every locality the benefit of funds coming 
out of that locality. This would be done by furthering the 
export trade of the community through investments in securi- 
ties of foreign corporations that used the products of that com- 
munity. A large corporation would command a high degree 
of public confidence and thus be able to formulate an educa- 
tional campaign among private investors of America, a campaign 
for thrift and production. Its size would permit it to establish 
agencies here and abroad for the conduct of its business; and 
through these agencies, much helpful information could be 
furnished American business men regarding foreign demand for 
American products, also data regarding investment markets 
and the like. 

The plan for the formation of this corporation was approved 
by the American Bankers Association in October, 1920, when 
the report was made. The president of the Association was 
empowered to call a meeting of representative bankers and 
business men to discuss the plan, and if it appeared advisable, 
to appoint from their number a committee to take steps to form 
a Foreign Trade Financing Corporation with an authorized 
capital of one hundred million dollars. Accordingly, a meeting 
in Chicago was called for December 10 and 11, 1920. 


II. NATURE AND PURPOSE OF THE CORPORATION 


The call for the Chicago meeting, which was sent out during 
the latter part of November, explained the origin of the plan, 
its nature, and the need for some immediate action. It said 
that stagnation had developed in the United States for com- 
modities such as wool, sugar, rubber, coffee, leather, certain 
metals, etc., whereas practically all such commodities were 
urgently required in other countries. That our foreign trade 
might be properly financed and that our industries might not 
face an anxious future with unemployment and unrest, it was 
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proposed to organize under the Edge Act a Foreign Trade 
Financing Corporation with a capital of one hundred million 
dollars. This corporation would have power to borrow on its 
debentures a billion dollars more, all to be used to finance 
foreign trade. The call stated that loans of banks were already 
as great as was advisable, and that a new corporation to extend 
long-time credits was necessary. 

At the Chicago meeting the purpose of the corporation was 
further explained by the promoters. It was not contemplated 
that the United States should, through increased loans, go on 
indefinitely selling to the rest of the world more than was 
purchased here. That could not happen in any case. As the 
annual interest grew on our loans to foreign countries and our 
investments there, it was foreseen, other nations in paying 
the interest would send more goods than they bought. What 
was contemplated was the maintenance of our export trade 
on sound principles, avoiding any sudden changes that might 
have disastrous consequences. It was observed, too, that this 
proposed corporation alone would not solve the problem of our 
foreign trade. It was to be only a beginning, and other corpora- 
tions of similar nature would have to be organized if a sudden 
decline of our export trade, with its evil effects on American 
industry, was to be avoided. 

The Chicago meeting, which was attended by more than five 
hundred bankers and business men from all parts of the United 
States, indorsed the plan and subscribed $100,000 for preliminary 
expenses of organization." The corporation, when organized, 
would repay from its profits the funds thus subscribed. It 
was the opinion of the meeting that the extension of credit 
should be confined to countries having a stable government 
and giving assurance of integrity of purpose, also that the 
operations of the corporation should be confined to financing 
for the benefit of future foreign trade? A resolution was passed, 
authorizing the appointment of a committee to be charged with 
the responsibility of organizing the corporation. 

Philip B. Kennedy, Ann. Am. Acad., March, 1921. 


2 Chicago Commerce March 21, 1921, p. 44. 
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This committee, called the Committee on Organization, was 
appointed from the leading bankers and business men from all 
parts of the United States. Its membership at first numbered 
thirty, and a few other members were appointed in January, 
1921, as the campaign began to get under way.’ From this 
number an executive committee was appointed to secure the 
subscriptions to the capital stock and complete the organization. 
All members served in a voluntary capacity. 

Some of the plans were announced before the meeting at 
Chicago, others after that meeting. The stock was to be sold 


* The membership of the Committee as given on the prospectus of the Corpora- 
tion was as follows: John McHugh, chairman, vice-president, Mechanics and 
Metals National Bank, New York City; A. C. Bedford, chairman of the board, 
Standard Oil Company of New Jersey, New York City; John S. Drum, president, 
American Bankers Association, San Francisco, California; James B. Forgan, chair- 
man of the board, First National Bank, Chicago, Illinois; Paul M. Warburg, New 
York City; J. B. Howard, president, American Farm Bureau Federation, Chicago, 
Illinois; Joseph A. Swalwell, president, Union National Bank, Seattle, Washington; 
J. G. Culbertson, president, Wichita Motors Company, Wichita Fall, Texas; 
Arthur Reynolds, president, Continental and Commercial National Bank, Chicago, 
Illinois; Thomas E. Wilson, president, Wilson and Company, Chicago, Illinois; 
Lewis E. Pierson, chairman of the board, Irving National Bank, New York City; 
William C. Redfield, president, American Manufacturers Export Association, 
New York City; Oscar Wells, president, First National Bank, Birmingham, Ala- 
bama; Herbert Myrick, editor-in-chief, Farm and Home, Springfield, Massa- 
chusetts, American Agriculturist, New York City; A. L. Mills, president, First 
National Bank, Portland, Oregon; Jerome Thralls, secretary-treasurer, Discount 
Corporation of New York, New York City; Joseph H. Defrees, president, Chamber 
of Commerce of the United States, Washington, D.C.; Philip Stockton, president, 
Old Colony Trust Company, Boston, Massachusetts; Julius H. Barnes, president, 
Barnes-Ames Company, Duluth, Minnesota; Charles H. Sabin, president, Guar- 
anty Trust Company of New York, New York City; George Ed. Smith, president, 
Royal Typewriter Company, Inc., New York City; Fred I. Kent, vice-president, 
Bankers Trust Company, New York City; John J. Raskob, vice-president, General 
Motors Corporation, New York City; Charles A. Hinsch, president, Fifth-Third 
National Bank, Cincinnati, Ohio; Thomas B. McAdams, vice-president, Merchants 
National Bank, Richmond, Virginia; Alexander Legge, vice-president and general 
manager, International Harvester Company, Chicago, Illinois; John S. Lawrence, 
Lawrence and Company, Boston, Massachusetts; H. M. Swetland, president, United 
Publishers Corporation, New York City; E. M. Herr, president, Westinghouse 
Electric and Manufacturing Company, East Pittsburgh, Pennsylvania; Peter W. 
Goebel, president, Commercial National Bank, Kansas City, Kansas; Roy D. 
Chapin, president, Hudson Motor Car Company, Detroit, Michigan; John 
Sherwin, chairman of the board, Union Trust Company, Cleveland, Ohio; F. O. 
Watts, president, First National Bank in St. Louis, St. Louis, Missouri. 
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at 105, thus creating a surplus of $5,000,000 to begin with. 
According to the provisions of the Edge Act, 25 per cent of the 
capital would be paid in before the corporation began business 
and 10 per cent every sixty days thereafter. The subscriptions 
were expected to come from manufacturers, labor organizations, 
and all classes of people, as well as from national, state, and 
savings banks. However, it was urged that the subscriptions 
would be received sooner if the national banks subscribed the 
entire amount and then disposed of any part they did not care 
to use as permanent investment. The Federal Reserve System 
had secured its capital by subscriptions in this way, and the 
banks were satisfied with that plan. The new corporation 
was equally as important, and would be as great an achievement 
in the field of investment banking as the Federal Reserve 
System had been in the field of commercial banking. It was 
therefore decided to ask the national banks to subscribe for an 
amount equal to 6 per cent of their capital and surplus." It 
may be noted in passing that under the Edge Law, each national 
bank was permitted to subscribe not to exceed 10 per cent of its 
capital and surplus. 

The national banks, when this plan was put before them, did 
not, in fact, subscribe in the amounts requested. Accordingly 
the plan of stock subscription later had to be changed. Under 
the plan finally evolved the banks were asked to subscribe only 
for such amounts as they wanted for permanent investment. 
There were no promoter’s shares, no underwriting commissions, 
and no commissions for the sale of stock. The debentures of 
the corporation would be sold after organization was completed. 
The stockholding banks would be its agents in distributing its 
debentures, for which services they would be paid. None of the 
capital stock would have to be paid in until the entire hundred 
millions had been subscribed. 

The Board of Directors was to be elected by the stockholders 
after the subscriptions had been received. The number of 
directors would be from thirty-six to sixty. They would be 
representative of all sections of the country, of different inter- 


* Walter Lichtenstein, Commercial and Financial Chronicle, April 23, 1921. 
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ests, and of a type to inspire confidence in the wisdom of the 
management. One-third of the directors would retire each 
year, the term of office being three years. It would be the 
purpose of the management, first, to conserve the capital 
investment, second, to make satisfactory earnings thereon, and 
third, to finance long-term foreign trade credits. 


Ill. THE CAMPAIGN FOR STOCK SUBSCRIPTIONS 


Immediately after the Chicago meeting, the Committee 
on Organization through its executive committee began the 
work of organization. Subcommittees were constituted on 
prospectus, stock subscription methods, publicity, and other 
phases of the work. A speakers bureau was organized. On 
January 4, announcement was made that temporary quarters 
have been leased at 66 Broadway, New York. The charter 
was drawn up and submitted to the Federal Reserve Board for 
its approval. The charter was approved January 28, and on 
January 31 the books of the corporation were opened for stock 
subscriptions. Announcement had already been made as to the 
proposed officers of the corporation. The presidency was to 
be offered to Governor W. P. G. Harding of the Federal Reserve 
Board.t The prospectus, explaining the plans of the organ- 
ization, was sent to 30,000 bankers and to many thousands of 
manufacturers. 

It was hoped to have the corporation organized and ready to 
begin functioning early in 1921. The wide indorsement received 
by the plan appeared to indicate that subscriptions would be 
obtained without great difficulty In July, 1920, the Board of 
Directors of the American Manufacturers Export Association 
had indorsed the plan, and in October of the same year, the 
Board of Directors of the Chamber of Commerce of the United 
States had indorsed it. Later indorsements came from such 
organizations as the National Foreign Trade Council, the 

« The other officers, as proposed, were to be John McHugh, chairman of the 
Board of Directors; Fred. I. Kent, adviser to the corporation; Jerome Thralls, 
executive vice-president. Announcement of proposed officers was made in the 
Commercial and Financial Chronicle, January 22, 1921. 
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National Association of Manufacturers, the American Exporters 
and Importers Association, and the American Farm Bureau 
Federation. Many of the leading bankers of New York and 
other centers sent letters to their customers and correspondents 
telling them that they had invested in stock of the corporation 
and commending it as an undertaking that should receive their 
support. 

In February, the New York papers published an account of 
an interview with a member of the executive committee in 
which that member stated that he was well satisfied with the 
progress of the subscriptions to the corporation. It was said 
that many banks were subscribing and that individuals were 
showing considerable interest. On February 19, subscriptions 
received and tentatively in sight were said to total $12,000,000. 
The campaign was to last ninety days longer. On March 2, 
the amount of subscriptions was said to be $20,000,000. Cleve- 
land, according to conservative estimate, gave promise of sub- 
scribing at least $5,000,000 through its banks, business concerns, 
and investors. Word came from Los Angeles that $1,500,000 
of subscriptions could be counted upon from there. However, 
the announcement of total subscriptions on March 14 still 
placed the amount at $20,000,000." 

One difficulty that had to be overcome was that in many 
states banks organized under state law were not permitted to 
hold stock of the corporation for investment. The executive 
committee by the first of April secured the removal of the 
restriction in twenty-six of the twenty-nine states. The response 
of the legislatures was encouraging. 

Additional encouragement was seen in the prospect for 
business for the new corporation, according to a bulletin pub- 
lished by the committee under date of March 12.2 A large 
number of business prospects had already been made to officials 
of the Foreign Trade Financing Corporation. Agents of foreign 
purchasers were calling daily at the offices of the new corporation 


* Chicago Journal of Commerce, March 14, 1921. 


2 Commercial and Financial Chronicle, March 19, 1921. 
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at 66 Broadway, it was said, to inquire concerning the prospects 
of making long-term credits available in the near future. Buyer 
and seller both apparently saw in the new corporation the hope 
of checking the trade slump which by this time had become a 
matter of the gravest concern to all classes of business men. 

Meanwhile, the campaign for the sale of stock continued in 
earnest. Through the speakers bureau, speakers were on hand 
to expound the advantages of the enterprise on nearly every 
occasion where the country’s foreign commerce was a matter of 
discussion. One member of the committee on organization 
within a few weeks’ time spoke in Rochester, Buffalo, Cleveland , 
Detroit, Chicago, Burlington (Iowa), Des Moines, Dubuque, 
Louisville, and other places. Other members delivered addresses 
on the subject. The National Association of Manufacturers 
sent a bulletin to each of its members indorsing the corporation. 
The American Manufacturing Association gave a page each 
week in its bulletin to publicity for the corporation, and sent a 
subscription blank to every member. Similar publicity was 
given by the Merchants Association of New York in its bulletin 
and by the National Association of Credit Men in its magazine.' 
Further indorsement of the plan was given by the Mississippi 
Valley Association at its New Orleans meeting on May 3. 
On May 27, the Pennsylvania Bankers Association indorsed 
the plan and urged the members to support it. The Chamber 
of Commerce of the State of New York on June 7 adopted a 
resolution calling the attention of its members to the purposes 
of the Foreign Trade Financing Corporation and urging their 
assistance in its financing. 

Although the corporation was co have begun functioning 
early in the new year, there was as yet, however, no announce- 
ment as regards the beginning of operations. The committee, 
before June, had apparently come to realize that it would not be 
possible to form the corporation. We must therefore turn back 
to see what difficulties were really being encountered and why 
with all this publicity and promised support the campaign 
had failed to bring the corporation into active being. 


t Wall Street Journal, April 15, 1921. 
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IV. DIFFICULTIES ENCOUNTERED 


Hardly had the campaign for the sale of stock of the corpora- 
tion been started when serious objections began to be made. 
One of the first of these was that the new corporation would 
compete with foreign exchange departments of the then existing 
banks. It had been the general understanding that the corpora- 
tion would deal in securities and long-time obligations only, 
against which debentures would be issued, and many bankers 
had given their support in the belief that there would be no 
competition with their own institutions. However, the pros- 
pectus, which was sent out the latter part of January, stated 
that “‘an Edge Act corporation may under the law extend long- 
and short-term credits, invest in securities, purchase bills of 
exchange, engage in foreign banking, and in every lawful way 
aid in financing foreign trade.’* 

It was true that the Federal Reserve Board, in its regulations 
with regard to Edge Law banks, had separated commercial 
banking from investment banking. One clause forbade such 
banks to create bankers’ acceptances if they had their own 
obligations outstanding, except as the Board gave express 
permission. But that regulation could be changed at any time 
by the Federal Reserve Board, and the temporary certificate 
issued to the Foreign Trade Financing Corporation indicated 
that special permission would be given it to deal in acceptances. 
That certificate said the corporation was “incorporated for the 
purpose of engaging in the business of international or foreign 
banking or other international or foreign financing operations.” 
There was every indication, therefore, that the banks dealing 
in foreign exchange would be setting up a competing institution 
if they assisted in the organization of the new international bank. 

Another question regarding the nature of operations to be 
engaged in was that of whether the bank should confine its 
operations to financing future operations, or whether it should 
attempt to clear up a part of the large unfunded debt then 
outstanding. The resolution adopted at Chicago in December 
had stated that the corporation ought to confine its activities 


* Commercial and Financial Chronicle, February 5, 1921, p. 514. 
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to financing for future trade, but that resolution would not be 
binding upon the corporation. Its powers were defined by the 
Edge Act and the Federal Reserve Board regulations. No 
statements of the Committee on Organization and no resolutions 
passed beforehand, so it was said by a prominent lawyer, would 
deprive the corporation of its legal powers. The funds of the 
corporation could be used in any legal manner the management 
saw fit to use them. One member of the Committee on Organi- 
zation said he thought it would be best to use the funds to 
clear up the situation by extending long credits to liquidate 
frozen credits already outstanding. He thought that the 
debtors in connection with the unfunded debt were probably 
the same parties who wanted to import more from us. 

Others saw in this plan an attempt to unload a part of the 
debt upon investors and to make them stand the loss. It was 
said that large quantities of goods had been shipped to foreign 
countries on the basis of discounted acceptances. The goods 
were still held in warehouses in foreign ports, and with prices 
continuously falling, heavy losses were being sustained. If the 
corporation attempted to clear up the acceptances based on 
these goods, the corporation also stood to lose. 

A more fundamental criticism was that the Committee on 
Organization was attempting to bring into being a huge financial 
corporation without knowing just exactly how it would function. 
This criticism was made by a banker of wide influence and no 
doubt had a great deal to do with the failure to organize the 
corporation. The Organization Committee, he said, ought to 
know definitely what sort of bonds were te be purchased, how 
it would be guaranteed that the funds would be used for the right 
productive purposes, how the corporation would be able to 
co-ordinate its power with existing services in the various 
countries, how far borrowing countries were likely to avail them- 
selves of the scheme, what the cost would be, etc. Reference 
was made to the report of the committee of the Council of the 
League of Nations, which early in the year had recommended the 
Ter Meulen scheme of international credits. The report had 
said that the League should not set up an expensive organization 
for the working of the Ter Meulen scheme without any certainty 
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that borrewers or lenders would make use of it. Likewise it 
was said that the Council of the League should proceed by 
gradual stages in the application of the scheme, and should 
retain for itself liberty to draw back or to modify the plan if 
necessary. The Foreign Trade Financing Corporation, the 
banker said, should be guided by the same principle. 

The committee should find out how much business would be 
available for the corporation. It should have definite informa- 
tion at hand with regard to methods and processes to be used 
before investors should be asked to subscribe for capital on 
the scale proposed. It ought also to go slow in its financing 
and be free to change its plans if necessary. This could not be 
done if one hundred millions of capital were paid in immediately, 
and other millions were raised on the debentures of the corpora- 
tion. To make possible a gradual development of plans to meet 
conditions, an amendment ought to be secured to the Edge 
Act permitting only a part of the capital to be paid in at the 
beginning, or else cut down the capital to $10,000,000 or $20,000,- 
ooo, and thereafter increase it as needed. 

The fact that the Ter Meulen plan was being worked out 
was another reason for going slow with the corporation. If Ter 
Meulen bonds could be offered as security, the position of the 
corporation would be stronger. It would be better to wait 
until the League of Nations decided what it would do. The 
corporation could best work with the League and utilize its 
credit investigations. Then, too, our government’s foreign 
policy was not known. The United States had refused to enter 
the League of Nations and was standing aloof from the other 
nations politically. To this banker it seemed unwise to form a 
large corporation to develop further financial ties with European 
countries when the foreign policy of the United States govern- 
ment was not known. All these facts, it was reasoned, indicated 
that the committee ought to go slow in its plans, investigate 
conditions thoroughly, and extend the business of the corpora- 
tion only gradually. 

The position of the executive committee was a difficult one. 
It replied through one of its members that an investigation of 
conditions abroad and of the extent to which the finances of the 
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corporation could be utilized to advantage was not possible, 
because its organization was voluntary and it did not command 
the personnel for an investigation. Moreover, the funds that had 
been subscribed at the Chicago meeting to cover preliminary 
expenses were fast being exhausted. The corporation had been 
advertised as a hundred million dollar corporation. Its size 
had been the basis of much of the publicity, and a great deal 
was expected of the corporation at home and abroad. The 
situation seemed to require that the campaign be pushed as 
rapidly as possible according to the original plans. It was also 
said, in reply to the objections, that definite business propositions 
would not come to the corporation until it was organized; and 
it was therefore difficult to ascertain to what extent the long-term 
credit facilities would be utilized. Moreover, the whole need 
was for immediate action. Europe was suffering for goods 
and our foreign trade was declining, bringing enormous losses. 
To delay until Europe began to recover would be to wait until 
the proper time for forming the corporation had passed. How- 
ever, as we shall see, the plans had to be materially changed 
soon after the campaign began. 

About the middle of February, 1921, it became evident that 
the plan of stock subscription would have to be changed. The 
amount of capital might be limited, or Congress might be asked 
to change the law in regard to demanding an additional 10 per 
cent every 60 days after the initial 25 per cent payment. Both 
of these plans were considered at later periods in the campaign. 
The original idea of asking banks to underwrite all the stock 
was abandoned early in the campaign, and banks were asked to 
subscribe only for such amounts as they desired for permanent 
investment and to receive additional subscriptions from manu- 
facturers and others. 

During the latter part of February, the executive committee 
was compelled to soiicit additional funds for organization 
expenses. An appeal was made to those who had subscribed 
to the fund at Chicago and to members of the Committee on 
Organization. The appeal stated that success was in sight, 
but unless additional funds were raised, the whole plan would 
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fail and the success already achieved would go for nothing. 
The call did not bring forth a favorable response. 

A leading banker replied by saying that before one billion, 
one hundred and five millions of dollars were asked of the 
people, definite information should be given with regard to the 
sort of business to be done and what securities there were to 
purchase. Some samples of such business should be cited. It 
was bad business to pay such an enormous amount of funds into a 
corporation until business to employ the funds was shown to be 
at hand. The management of the corporation, no matter how 
able the men were, would be desirous that the corporation 
should make a good showing. They would be under pressure 
to show a profit. They would therefore want to use the funds 
that were available for them, and if good investments were not 
to be had, the funds might be used for poor investments. I 
information were given investors with regard to the business 
available and the amount of it, the funds would be forthcoming. 
If the funds of the committee were about exhausted, it was sug- 
gested that the remaining amount be used for an investigation 
of the probable uses to be found for the funds of the corporation. 
If such investigation could show the need, the organization of 
the corporation could be completed without difficulty. 

This criticism of the plan, coming from a banker of great 
influence, could not be disregarded. Accordingly it was pro- 
posed that there be an Investment Committee with power, 
first, to call for the payment of the capital as needed, and second, 
to say when the corporation should begin business. This 
plan would be possible only provided Congress passed the 
amendment to the Edge Act permitting capital to be called as 
needed, and Senator Edge gave assurance that the amendment 
would be passed. On the basis of this plan, the difficulty was 
overcome. 

As members of this committee, it was decided to appoint the 
men who constituted the executive committee of the Federal 
Reserve Advisory Council, because that group of six men seemed 
to be representative of wide interests and to have a great deal 
of influence. The new committee was called the Committee on 
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Policy. Later, Congress passed the amendment to the Edge 
Act leaving subsequent payments of capital to be paid in at the 
call of the Board of Directors, after an initial payment of 25 per 
cent. The amendment became law on June 14 when President 
Harding signed it. 

Meanwhile, the question of reducing the size of the capital 
was under consideration. It was felt by some that it would be 
better to reduce the amount of capital of the corporation rather 
than have the subscribers under a contingent liability for their 
unpaid subscriptions. Besides, it was becoming more and more 
evident that the one hundred millions could not be raised under 
any safeguards that might be placed around the corporation. 
The Wall Street Journal on April 15 stated that the plan to 
decrease the amount of stock was being seriously considered. 
The total amount subscribed up to that time was believed to 
be about $25,000,000. While some of this was conditional 
upon the whole amount of $100,000,000 being subscribed, it 
was thought that at least $10,000,000 could be secured if the 
capital were reduced. No decision seems ever to have been 
reached with regard to the reduction of the capital. 

During the latter part of March and the early part of April, 
the reports with regard to the corporation became less encoura- 
ging. The Commercial and Financial Chronicle, which had given 
a considerable amount of publicity to the corporation, published 
an editorial on April 2, 1921, entitled “Public Opinion—A 
Slumbering Giant.” This editorial called attention to the 
failure of the public to subscribe the one hundred millions of 
capital for the corporation, and said that the capital could easily 
be raised if farmers’ and laborers’ organizations and chambers of 
commerce would get behind the plan. That they could raise 
the capital was proved by the Liberty Loan campaigns during 
the war. 

The Chicago Journal of Commerce on March 30, 1921, stated 
that the bankers of the Middle West had been a disappointment 
to the Committee on Organization, sufficient subscriptions not 
having been received from bankers, manufacturers, and others. 
A number of misunderstandings had developed with regard to 
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the purpose of the corporation and its opportunity for foreign 
investments. To clear up the situation, a meeting was to be 
held at Chicago on April 5. Two members of the Committee on 
Organization from New York would be at Chicago to speak. 
The meeting would probably determine, the report stated, 
whether or not the plan would be abandoned. 

The meeting in Chicago evidently brought little response, 
because after the meeting there was more talk of abandoning 
the attempt to form a corporation than there had been before. 
The Wall Street Journal on April 12 stated that the plan was 
likely to be given up. The reasons given were, first, the scarcity 
of liquid funds, second, the unsettled conditions in Europe and 
especially the reparations questions, and third, the belief that 
the undertaking was too big. The same report stated that 
British organizations designed to stimulate exports had found 
it impossible to employ all the funds at their disposal. The 
criticism that the corporation as planned would have too large 
a capital thus seemed to be borne out. 

A great deal of misunderstanding about the situation in 
Chicago in regard to the corporation arose as a result of a personal 
criticism of a leading Chicago banker in the Chicago Herald 
Examiner in its issue of March 12, 1921. ‘The report, evidently 
published in the Hearst papers in other cities, also, stated that 
this banker had recently made an attack on the bankers’ plan 
for financing sales of American products abroad, and had sent his 
attack to thousands of bankers in the Middle West and elsewhere. 
The result had been that many bankers who had previously 
indorsed the plan withdrew their support. 

The report was untrue, but the Committee on Organization 
inquired of the banker about his attack, and many bankers 
wrote to ask for a copy of the bulletin. The banker in question 
had felt that the organization ought to be delayed, and that 
not all the plans were wise, but he had made his criticisms to 
the Committee on Organization and not to others. 

Throughout April and May it became increasingly evident 
that the campaign for the sale of stock was not meeting with 
success. In June some members of the Committee on Organiza- 
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tion began to explain why the corporation could not be organ- 
ized. It was said that people wanted to know whether the 
Foreign Trade Financing Corporation would operate in the 
interest of any particular group, and whether it would finance 
shipments already made or whether it would build for the future. 
They asked where credit would be extended and why, and what 
the profit would be on the stock. There was also a sentiment 
against extending credit to a foreign people. The size of the 
corporation had also been questioned. 

One leading banker stated his disappointment as follows: 
“The war idealism of this country, could it have continued until 
now, would have made easy the settlement of such problems 
as these, but we have now largely dropped away from our 
notions of idealism, and in all approaches to international 
problems we are showing the sordidly selfish tendencies of the 
people of other nations.’” 

Formal announcement that the attempt to form the corpora- 
tion would be abandoned was not made until the latter part of 
January, 1922, although it had been known for several months 
before that the corporation could not be organized. The 
many criticisms and objections put forward, the failure of the 
subscription campaign, and the growing severity of the depression 
showed that the time had not come for the organization of such a 
corporation. The promoters deserve every credit for their 
sincerity of purpose and their desire to improve the business 
situation both in the United States and abroad, but the men 
who carefully scrutinized the proposal and questioned the 
advisability of the plan deserve equal credit for having pre- 
vented the risking of enormous suins in what might well have 


been an unfortunate undertaking. 
RICHARD N. OWENS 
UNIVERSITY OF CHICAGO 


* Henry M. Robinson of Los Angeles in an address of May 27, 1921; also his 
address at San Francisco on June 15; F. W. Gehle of New York in an address on 
June 11, 1921. 

2Henry M. Robinson, president of First National Bank of Los Angeles, in a 
San Francisco speech June 15. Quoted in the Commercial and Financial Chronicle, 
June 25, 1921, p. 2696. 
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THE INCOME-TAX LAW OF THE STATE OF MISSOURI, 
AS AMENDED AUGUST 3, 1921 


I. INTRODUCTION 


Until the passage of the income tax law of Wisconsin in 1911 
and the Federal Income-Tax Law of 1913, the opinion of the 
majority of the tax specialists of the country was that a state 
income tax was impractical. Mr. D. O. Kinsman, writing in 
1903, stated: 

The experience of the states with the income tax warrants the con- 

clusion that the tax, as employed by them, has been unquestionably a 
failure. It has satisfied neither the demands for justice nor the need of 
revenue. .... A careful study of the history of the tax leads one to the 
conclusion that the failure has been due to the administration of the laws. 
This conclusion is borne out by both the admissions of the advocates and 
the assertions of the opponents of the tax, and is corroborated by the 
reports of the tax commissions.! 
K. K. Kennan, writing seven years later, emphasized the 
administrative difficulties which must be overcome before a 
state income tax can be successful.2. In his book, The Income 
Tax published in 1911, Professor Seligman agreed with Mr. 
Kinsman. By 1914, he recognized the success of the Wisconsin 
law but still believed that the income tax would be successful 
in only a few states. 

Attention should be called to the fact that the objections to 
state income taxes were based upon the difficulties of administra- 
tion and not upon questions of principle. In fact Mr. Kinsman 
states that it is generally agreed that one’s ability to support the 
government is best measured by his income.‘ 

The revived interest in the income tax during the last twenty 
years has been due to two main factors, viz., (2) the universal 
dissatisfaction with the general property tax as an equitable 


*D. O. Kinsman, The Income Tax in the Commonwealths of the United States, 
pp. 116 f. 

2K. K. Kennan, Income Taxation. 

3 E.R. A. Seligman, The Income Tax (1914), p. 420. 4 Kinsman, p. 116. 
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means for distributing the burdens of state government; and 
(b) the rapidly increasing demands for funds made upon the 
state treasuries. 

The general property tax falls upon three main classes of 
objects: real estate, tangible personalty, and intangible property. 
While there was severe criticism of the tax on real estate due to 
unequal undervaluation on similar property in adjoining taxing 
districts—and in fact often in the same districts—and dissatis- 
faction with the taxing of tangible personal property due to 
exemption of certain classes, undervaluation of some and failure 
to reach others at all, because of a failure on the part of the tax- 
payer to report to the assessor, the greatest measure of criticism was 
directed against the manner of operation of the tax in so far as 
intangible personal property, such as money, credits, and securi- 
ties, was concerned. The one uniform result found in all states 
was widespread escape of intangibles from taxation. Tax- 
payers were unfriendly toward the tax in the first place and 
found the law relatively easy to evade in the second place. As 
an illustration of how the law was evaded, the following illustra- 
tions are given: In Ohio the deposits in all the banks was 
$500,000,000, yet the amount of money returned for taxation in 
1906 was only $59,984,000 or slightly less than 12 per cent. In 
Illinois in 1897, Cook County, which had one-third of the real 
estate valuation of the entire state and more than one-third 
of the population, returned one-tenth of the money assessed 
for taxation. In the capital city of the state of Washington, 
in 1903, a widow who had received $2,000 of insurance money after 
the death of her husband returned more money for assessment 
than all the other taxpayers, including corporations." 

Various schemes for eradicating, or at least moderating, the 
iniquities of the general property tax have been suggested, 
including various forms of classified property taxes, modified 
faculty taxes, and income taxes. However, as was stated 
above, state income taxes were regarded as failures until after 
the success of the Wisconsin law. Immediately following the 
success of that law a great wave of enthusiasm for state income 


*C. J. Bullock, Selected Readings in Public Finance, pp. 298 f. 
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taxes swept over the country. It was hailed by many as a substi- 
tute for the general property tax and perhaps a solution of our 
taxing problem for all time. This feeling was further augmented 
by the success of the federal income tax law in 1913. This 
feeling of enthusiasm has somewhat subsided, at least to such 
an extent that the state income tax is no longer regarded as a 
panacea for all tax difficulties. Instead of being a substitute 
it should be supplementary to the property tax with intangibles 
exempted. No doubt the best general plan for a state tax 
system is that proposed by the National Tax Association, which 
is composed of three types of taxes: a personal income tax, 
levied at the place of domicile; a property tax upon the tangible 
property, levied where the property has its situs, and a business 
tax levied on all business carried on in the state. 

The following discussion deals, in some detail, with Mis- 
souri’s experiences with the income tax. The present law 
marks the second step in this state’s use of the tax. 


II. A BRIEF HISTORY OF INCOME-TAX LEGISLATION IN MISSOURI 


The legislature of Missouri enacted an income tax law during 
the Civil War period, 1861-65. This was essentially a war tax. 
At first it was applied to salaries in excess of $800, and to incomes 
“derived from public stocks, bank stocks, stocks of chartered 
companies or from other property, real or personal, not taxed in 
the state.” The rate was thirty-two cents on the hundred 
dollars, which rate was lowered in 1864 to one-fifth of 1 per cent. 
The exemption was reduced at the same time from $800 to $200. 
In 1865 the rate was raised to 3 per cent on salaries of officials 
exempt from military duty by reason of their office and 2 per 
cent on other salaries; the exemption was raised to $600, and it 
was provided that the sum produced by the tax should be paid 
into the Union Military Fund. In case of failure to make a sworn 
return of the amount of income the assessor was authorized to 
value the income at double what he had reason to believe it to be." 

This law was repealed in 1865 and it was not until 1917 
that Missouri again entered the ranks of the states having income 


*K. K. Kennan, Income Taxation, p. 222 
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tax laws. The law of 1917 provided for a tax of one-half of 
I per cent upon net incomes from all sources in excess of $3,000 
for single persons and $4,000 for married persons, for the last 
half of the calendar year of 1917 and each calendar year there- 
after. The same law also provided for a tax on the net income 
of both foreign and domestic corporations at the same rate.’ 
It may be noted also that the income tax law contained a pro- 
vision for the offset of all property taxes paid.’ 

This law was amended by an act approved May 6, 1919, 
which provided that the rate of taxation upon net incomes 
above $1,000 for single persons and $2,000 for heads of families 
for the calendar year of 1919 and in each calendar year thereafter 
should be 13 per cent. The rate on net incomes of corporations 
was raised to 13 per cent at the same time. As a result of the 
repeal of the section of the 1917 law which permitted a person 
to present a receipt for state taxes on property in any year in 
payment of income taxes assessed against him during the given 
year, the income tax became an addition to instead of a substi- 
tute for the property tax.‘ 

The administration of this law was somewhat affected by 
a decision of the Missouri Supreme Court, delivered during 
the summer of 1920. The amendment to the 1917 law was 
claimed to be invalid because in violation of the constitutional 
provision specifically prohibiting the passage of any ex post 
facto law, or law impairing the obligation of contracts or “‘retro- 
spective in its operation.” The court held that the law did 
violate these provisions, not im toto, however, but to the extent 
of the increase in the rate added by the amendment. The tax 
was held good at the old rate up to the time of the taking effect 
of the amendment, and at the increased rate for the balance of 
the year.$ 

* Laws of Missouri, 1917, p. 524. 

2 Alzada Comstock, State Taxation of Personal Income, p. 182. 

3 Laws of Missouri, 1919. 

4 Professor Loeb, Bulletin National Tax Association, II, No. 9, 230. 


8 Smith v. Dirckx 223 S.W. 104. The suit was brought by a real estate dealer 
of Jefferson City, Cole County, by the name of Smith, against the county collector 
for a refund of the excess paid under the terms of the amended law. 
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The income tax law was further amended by the last legis- 
lature,’ which reduced the rate from 13 per cent to 1 per cent on 
net incomes beginning with the year 1922. This rate applies 
to both personal incomes and to corporation incomes. A pro- 
posal to raise the exemption from $1,000 to $1,500 for single 
persons, and for others in proportion, was defeated. 


III. OUTSTANDING FEATURES OF THE MISSOURI INCOME-TAX LAW 


1. The tax as it applies to incomes of individuals.—The law 
applies to every citizen of the state whether residing in the 
state or abroad, to every person living in the state even though he 
may not be a citizen of Missouri, and to the income from all 
property owned and from every business, trade, or profession 
carried on in the state by persons living elsewhere. Beginning 
with the year 1922, the rate will be 1 per cent upon the taxable 
income of any person subject to the tax. The same rate and 
the same exemptions apply to residents and non-residents alike. 

Gross income, as used in the law, includes all income, gains, 
and profits arising or accruing from all sources during the year 
for which the return is made, with two exceptions, viz., (a) the 
value of property acquired by gift, bequest, devise, or descent 
during the year, and (6) the proceeds of life insurance policies 
paid upon the death of the person insured to beneficiaries, and 
payments made by or credited to the insured, on life insurance, 
endowment, or annuity contracts, etc., are not included as part 
of the gross income. 

Net income consists of total gains, profits, and income 
derived from all sources (i.e., gross income), minus a number of 
specifically enumerated exemptions and deductions, viz., expenses 
actually paid for carrying on the business; all interest paid 
within the year on personal indebtedness of the taxpayer incurred 
in the conduct of business; ‘“‘all national, state, county, school, 
and municipal taxes paid within the year (not including those 
assessed against local benefits)”; losses actually sustained not 
compensated by insurance; a reasonable allowance for exhaus- 
tion, wear, and tear of property caused by its use; ‘‘the amount 


* Amendment at the Special Session, August 3, 1921. 
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included in gross income received as dividends upon the stock 
or upon the net earnings, of any corporation, joint-stock com- 
pany, association, or insurance company which is taxable upon 
its net income.” None of these deductions may include money 
paid out as gifts, donations or endowments. In addition to 
these deductions a resident of Missouri is allowed credit for 
that portion of his income, the tax upon which has been withheld 
at the source, and he receives credit for taxes paid in any other 
state upon income from property located there. However, 
such credit is limited to the amount such taxes would have been, 
if they had been assessed and levied at the rate of such taxation 
prescribed by the Missouri tax. The law does not require that 
the deduction be limited to the income derived from such 
property, but states that the tax “shall be deducted from the 
amount of the income tax required by this act.’” 

A single person, who is a resident of the state, is allowed an 
exemption of $1,000, while a married couple is allowed an exemp- 
tion of $2,000 and $200 additional for every child under eighteen 
years of age or incapable of self-support because mentally or 
physically defective. A non-resident individual receives the 
benefit of these exemptions provided he files with the assessor 
a return of his total income, received from all sources in the 
state, in the manner prescribed by law. If he fails to file his 
return the collector collects the tax on such income, and all 
property belonging to such non-resident individual is liable to 
distraint for the tax. 

In calculating his income, an individual must include the 
share to which he is entitled of the gains and profits of all corpora- 
tions, joint stock companies or associations, insurance com- 
panies, etc., whether these gains and profits are so divided or 
distributed or not. The state auditor is the judge as to whether 
the funds so held back should have been distributed, or, in other 
words, whether the individual should count the undivided profits 
as a part of his gross income. Partnerships, as such, are not 
taxable under the income tax law, and are required to make 

« State of Missouri Income Tax Law, etc., compiled by George E. Hackmann, 
State Auditor, November 2, 1921, p. 6, Sec. 13110, subsection 11. 
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returns only when requested to do so by the state auditor or 
the assessor for the county or township in which the partnership 
has its principal place of business. The profits of a partnership 
must be included in the individual returns of the partners. 

2. The tax as it applies to the incomes of incorporated businesses. 
—The law applies to every corporation, joint-stock company or 
association, and every insurance company organized in the 
state, no matter how created or organized except those specifi- 
cally exempted. They must pay upon their entire net income 
arising or accruing from all sources during the preceding calendar 
or fiscal year as the case may be. Beginning with 1922 the rate 
is to be 1 per cent. In the case of foreign corporations the tax 
is levied upon their net income accruing from business trans- 
acted and capital invested within the state during the year. 
This income includes interest on bonds, notes, or other interest- 
bearing obligations of residents, corporate or otherwise, and 
includes the income derived from dividends on capital stock 
Or from net earnings of resident corporations, joint-stock com- 
panies or associations whose net income is taxable under this 
law.’ If the dividend is paid in stock, it is counted at its cash 
value. 

In order to secure uniformity in determining gross income, 
the state auditor has set certain rules for the various business 
organizations; e.g., the gross income of banks is regarded as 
consisting of the total revenue derived from the operation of the 
business, including income, gains, or profits from all other 
sources, as shown by the entries on the books of account, within 
the calendar or fiscal year for which the return is made. The 
gross income of manufacturing concerns consists of the total 
sales of manufactured goods during the year covered by the 
return, increased or decreased by the gain or loss as shown by the 
inventories of finished and unfinished products, raw material, etc., 
at thebeg inning and end of the year. To this amount should 
be added the income, gains, or profits from all other sources as 
shown books by the of account. The gross income of mercantile 
companies consists of the total merchandise sales during the 


* Amendments 1921, Section 13112. 
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year, increased or decreased by the gain or loss as shown by the 
inventories of merchandise at the beginning and end of the year 
for which the return is made; to this account should be added 
the income, gains or profits derived from all other sources as 
shown by the books of account.* 

It will be seen from the foregoing illustrations that gross 
income includes operating revenues plus income, gains, or 
profits from all other sources, such as rentals, royalties, interest, 
and dividends from stock owned in other corporations and 
appreciation in values of assets, if taken up on the books of 
account as gain, also profits made from the sale of assets, invest- 
ments, etc. 

The net income is computed by deducting from the gross 
income certain specifically enumerated items, e.g., ordinary 
and necessary expenses, losses sustained within the year, depreci- 
ation, interest accrued and paid within the year to an amount 
equal to such part of the indebtedness as not to exceed one-half 
of the sum of its interest-bearing indebtedness and its paid-up 
capital stock outstanding at the close of the year. If there is 
no capital stock there is substituted in its place the amount of 
capital employed in the business at the close of the year. In 
case of indebtedness secured wholly by collateral the subject 
of sale in ordinary business of the corporation, the interest so 
paid on this kind of indebtedness may be charged to expense. 
All sums paid within the year for taxes imposed under the 
authority of the United States or any state or territory or im- 
posed by the government of any foreign country may be deducted. 

Commissions allowed salesmen, paid in stock, may be 
deducted as expense if so charged on the books at the actual 
value of such stock. Amounts paid for pensions to retired 
employees, or to their families, or to others dependent upon them, 
or on account of injuries received by employees, are proper 
deductions as ordinary and necessary expenses, but not so with 
gifts and gratuities to employees. 

In the case of foreign corporations the net income is derived 
by making certain deductions, such as expenses, losses, etc., 
* Income Tax Regulations, pp. 31, 33) 34+ 
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as listed for domestic corporations. In the case of interest paid on 
indebtedness, the amount of indebtedness must not exceed that 
proportion of the sum of (a) the entire amount of the paid-up 
capital stock outstanding at the close of the year, or, if no capital 
stock, the entire amount of the capital employed in the business 
at the close of the year, and (b) one-half of the interest-bearing 
indebtedness then outstanding, which the gross amount of its 
income for the year from business transacted and capital invested 
within the state bears to the gross amount of the income derived 
from all sources within and without the state. Putting the 
above in the form of an algebraic statement, we have: 








Interest-bearing indebtedness Gross income in 
Missouri 
Capital stock plus times 
2 Total gross income 


from all sources 
equals the amount of indebtedness upon which the interest charges—at the 
current rate of interest—may be deducted. 


In the case of charges to expense allowed foreign corporations, 
the principle established is that only those expenses which were 
incurred in carrying on the business in Missouri shall be allowed, 
in the case of a company doing both foreign and domestic 
business. One way of determining this expense is to take such 
proportion of the aggregate charges as the gross income from 
business done and capital invested in Missouri bears to the 
aggregate income within and without the state, e.g., 


Gross income from Missouri 





times aggregate charges equals the 
Total gross income from all sources 


charges allowable for business done in the state. 


All corporations are required to paste or attach to their income 
tax returns, their profit and loss statement, showing their net 
gain or loss as per their books. 

3. Administrative features of the income-tax law.—Each 
person subject to the tax files a return of income under oath, 
on or before March 1 of each year for the preceding year. The 
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return is made on a form showing three specific items, viz., 
(a) all income received from each specific source and the total 
amount; (0) all the separate items of deduction claimed under 
the law; (c) the amount of specific exemption claimed. These 
blank forms are secured from the assessor of the district—Mis- 
souri is divided into 115 districts, 114 counties, and St. Louis, 
and filed with assessor on or before March 1. The names of all 
persons having taxable incomes are kept in a book known as the 
Income Assessment Book, one for each district. ‘The assessment 
is to be completed before March 1, and forthwith certified to 
the county clerk or city auditor, who must make his report to 
the county collector on or before May 1, and the taxes must 
be collected and paid on or before June 1, to the county collector 
and by him remitted monthly to the state treasury. 
Fraudulent returns by individuals are penalized by becoming 
subject to twice the rate otherwise charged. A failure or refusal 
to report by a corporation is penalized by a specific fine of not 
less than $100 and not to exceed $5,000 at the discretion of the 
Court. For a false report by an officer of a corporation a fine 
of not to exceed $2,500 or one year imprisonment or both may 


be imposed. 
IV. THE REVENUE PRODUCING POWER OF THE INCOME TAX 


On January 31, 1921, the state of Missouri had twenty-one 
sources of income or revenue. The following table taken from 
the Report of the State Auditor to the Fifty-first General Assembly, 
for the biennial period beginning January 1, 1919, and ending 
December 31, 1920, shows the total revenues and the income 
tax revenue for the years 1917, 1918, 1919, 1920, 1921, and that 
estimated for 1922: 





Total Receipts Income Tax 





1917 and 1918. .........| $14,821,733.47* | 201,885 .86* 


1919 24,255,083.71* 484,898.80 


oe EE ere 3,298, 340.83 
ee ee 4,700,000.00f 
et ee 14,863 ,000.00f 4,500,000.00f 





* For the biennial period. t Estimated by the state auditor. 
} Actual receipts for the year. 
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The failure of the 1917 tax to produce much revenue—only 
$201,885.86—was due to a lack of administrative machinery 
and to the offset which was allowed for property taxes. Accord- 
ing to the auditor’s estimates, the returns for 1921 and 1922 
will put the income tax ahead of any other single source of 
revenue, viz., $9,000,000 for the biennial period. Evidently his 
estimates are holding good, especially for the income tax as it 
is stated that the state collected $4,700,000 as the income tax for 
1921. The auditor’s office states that the “tax has been very 
satisfactory as an income producer.” 

In view of the fact that the income tax rate was reduced to 
1 per cent for the year 1922 and thereafter, it is quite possible 
that the total receipts will fall below that estimated by the 
auditor. In 1921 the income tax was accounting for about one- 
third of the revenue of the state. The income tax revenue 
goes into the general tax fund and is apportioned in the same 
manner as the proceeds of the other taxes. There does not 
seem to be any serious objection to the administration of the 
tax. It causes the taxpayer very little more trouble than the 
payment of his regular taxes, in that he deals with the same 
officials. The state officials seem to be fairly well pleased with 
the yield of the tax. However, if we compare Missouri with 
Wisconsin, we see that Missouri’s income tax is not nearly as 
productive as that of Wisconsin. In 1918 Wisconsin received 
$6,951,483 from her income tax. The amount of personal 
net income reported for 1917 for the state of Missouri was more 
than 50 per cent greater than the corresponding amount reported 
for Wisconsin and the net income of Missouri corporations was 
more than double the net income of Wisconsin corporations.’ 

While the law seems to be fairly successful, there seems to be 
little doubt that the yield could be increased and the adminis- 
tration improved by a few simple changes, viz., (a) a change from 
the present flat rate on individual incomes to a progressive 
rate;? (b) an increase of the present rate of 1 per cent to 2 per 

* Alzada Comstock, ‘Fiscal Aspects of State Income Taxes,’? American 
Economic Review, X, No. 2, 26. 


2It is possible that this change might require an amendment to the state 
constitution. 
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cent on the net income of corporations; (c) centralization of the 
administration of the tax in a State Tax Commission with power 
to appoint and remove local tax officials; (d) after the cost of 
collecting the tax has been deducted, apportionment of the 
remaining portion of the tax among the various governmental 
units according to some fixed ratio. 


J. FREEMAN PYLE 
UNIVERSITY OF CHICAGO 














BUSINESS JUDGMENT AND THE BUSINESS 
CURRICULUM 


I 


In a recent magazine article by a prominent banker" occur 
these words: 

The business man with no outside interest gives his day, and often 
most of his night, to his work. Whatever his shortcomings, he excels 
through his persistency, and in “infinite capacity for taking pains.” But 
even these qualities avail him little unless they be based upon another 
attribute, quite definite, but hard to define exactly, which may be called 
business acumen. It is the subtle sense for making five dollars grow where 
only one dollar grew before, the flair for success, the downright ability which 
either a man has or has not. Not even a Business School can teach it. 
Only the school of experience can bring it out if it exists. 


The conception that business acumen is an indefinable, 
intangible something, outside the realm of educability, is widely 
held. Nevertheless, psychologists have long insisted that 
intellectual insight and ability, whether in business or in any- 
thing else, are the products of perfectly definite causes, in part 
hereditary, but in part acquired, and hence, presumably, suscep- 
tible in some degree to discipline. Educators have long pre- 
scribed practical methods for training reasoning ability in school. 
There would seem, therefore, to be no good reason why schools 
of business administration should not definitely avow as one 
primary aim the cultivation of ability to make sound business 
judgments, even granting that it may require actual business 
experience to develop that ability to its maximum degree. 


II 


There can be no doubt that, as the foregoing quotation 
implies, native capacity is a vital factor in business acumen. 
The sort of brain stuff with which one is endowed at birth, and 


t Guy Emerson, “Success in Life and Success in Living,” Independent, April 


I, 1922. 
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presumably other kinds of native anatomical and physiological 
endowment as well, determine in advance the possible limit to 
effective training and experience. Many investigations have 
demonstrated a marked correlation between what, for want of 
a better name, we term “general intelligence’ (generally 
regarded as primarily hereditary) and executive ability. The 
same factor of native capacity is doubtless at the root of the 
surprisingly high correlation we know to exist between high 
scholarship and vocational success. 

Just how much the hereditary factor counts, no one can say 
with certainty. But we may be very sure that few people ever 
use more than a minor fraction of their inherited potentialities. 
We cannot afford to overlook the fundamental fact that high 
native capacity never gets one anywhere—never even gets 
itself discovered—until it has been developed and has taken 
form and content through experience in a social environment. 
The educational system is primarily a special social environment 
designed to provide stimuli of varied sorts for exercising native 
capacities into actual abilities. Our question may then be stated 
as follows: What, specifically, can_g-scheelof business adminis- 
tration do toward training business judgment? , 

Business judgment differs from Judgment in other fields only 
in the materials with which it is concerned—business problems 
and business facts—and in certain minor details consequent 
upon the peculiar nature of those materials. In its psychological 
mechanisms it is not fundamentally unlike scientific method, or 
legal reasoning, or reflective thinking in any other field; although 
the frequent short-circuiting or condensing of the process, made 
possible through long practice and thorough familiarity with a 
definite field, into what has sometimes been called “practical 
judgment,”’ often obscures some of the component factors. 
Judgment, or reasoning, or reflective thinking (which terms, for 
our purposes, we may regard as synonymous) may be described 
as essentially a complicated kind of behavior by means of which 
the individual adjusts himself to new problems presented by an 
ever changing physical and social environment; problems which 
the ready-made adjustment mechanisms of instinct, habit, and 
memory are incapable of solving. Reasoning is made possible 
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by the reorganization and re-utilization of the elements of 
previous experience in new forms. It is no unique operation; 
it involves the same mechanisms of associative recall and dis- 
crimination as the simpler operations of perception, habit, and 
memory, although on a somewhat more elaborate scale, and is 
ordinarily marked by greater hesitancy and conscious purposive- 
ness. The mental content in which these mechanisms find 
embodiment varies with the nature of the materials and the 
habits of the individual thinker. It may take the form of vocal 
or silent speech symbols, mental imagery of various sorts (visual, 
auditory, or motor, verbal, or concrete), or incipient—or even 
overt—gestures, impulses, and attitudes, although the modern 
psychologist is inclined to regard their precise character as of 
less significance than the use made of them. 

Reasoning activities vary widely, of course, in scope and 
complexity. An “act of business judgment” may denote any- 
thing from an instantaneous sizing-up of and acting on a rela- 
tively simple situation, to the involved investigations and pro- 
longed deliberation leading up to a momentous business decision 
or the adoption of far-reaching business policies. Sometimes 
the basic data of the judgment are definite and complete; some- 
times so obscure that a judgment is almost a leap in the dark, and 
even the shrewd executive cannot put his finger on the specific 
factors which determine his decision. But in all such acts we 
find, explicit or implicit, common factors and operations. 
Seldom is it possible to trace these as temporally distinct and 
successive stages, so varied are the modes in which they may be 
subordinated, merged, reversed, and repeated. Nevertheless, 
we may conveniently take as a point of departure for our search 
for ways of training judgment five stages or elements, correspond- 
ing in the main to those “‘steps”” which Dewey' has made familiar 
to students of education. 

1. A felt difficulty 

2. Its location and definition 

3. Suggestion of possible solutions 

4. Their elaboration and evaluation 

5. Belief, decision, action 


‘John Dewey, How We Think, chapter vi, Boston, tgt1o. 
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III 

Let us examine these factors in greater detail, to ascertain 
what suggestions they may afford for our problem of training. 

1. A feli difficulty——The indispensable precondition of all 
thinking is something to think about, a problem too complex or 
too novel to yield to such simpler and less burdensome methods 
of attack as instincts, habit, or memory. It may be either an 
intellectual or a practical difficulty, present or anticipated. 
Such a predicament serves as the stimu’: for thinking, and 
determines the direction thought shall t:«.. ‘Use your head! 
Think about it!” is the most futile—yet by no means the most 
infrequent—advice a teacher ever gives a stupid pupil who can 
see no problem about which to think—other than the eminently 
practical problem of getting the teacher to “lay off him.” 
Recognition of this fact has led to the increasing vogue of the 
“project-method” or “‘problem-method”’ or ‘“‘case-method”’ of 
organizing educational procedure. 

The business man’s problem may perhaps assume the form 
of an emergency demanding action, but no action suggesting 
itself; or a suggestion of doubtful merit may come to mind; or 
two or more possible courses of action may suggest themselves, 
necessitating deliberation and choice. If, as often happens, the 
problem makes its first appearance in very definite form, the 
second and perhaps the third of the stages enumerated may be 
omitted—or rather, condensed into the first, in the way pre- 
viously mentioned. The task then becomes one of weighing 
and evaluating these suggestions. But sometimes the situation 
is so involved in character that its key is not apparent, and the 
second step mentioned, that of defining the problem and locat- 
ing the difficulty, becomes the immediate task. 

2. Defining the problem.—This is essentially a matter of 
analyzing the situation into its factors, significant and non- 
significant. Thus, a slump in sales in a given territory may 
conceivably be due to any of a considerable number of factors, 
and a large part of the task of relieving this particular difficulty 
consists in analyzing the situation into its factors, geographical, 
financial, personal, social, political, etc., and determining which 
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are significant and to what extent. Only then can one look for 
an adequate solution to suggest itself. The problem may, on 
analysis, define itself as essentially a problem of (a) putting in 
more efficient salesmen; (0) meeting prices or terms of a local 
competitor; (c) improving transportation or delivery conditions; 
(d) counteracting harmful propaganda; (e) making connections 
with new dealers; (f) stimulating present dealers to greater 
efforts—or something else. One or another of these, in turn, 
may call for still further definition. 

It will be evident that only one who has a thorough familiar- 
ity with the subject-matter to which the problem relates can 
tell at a glance which factors are significant and which are not. 
We cannot insist too strongly that no efficient thinking about 
any problem can be done without a knowledge of the facts in the 
case. Contrary to a notion that is still altogether too popular, 
reasoning is no empty, formal, logical gymnastic, in which one 
can exercise himself into expertness without regard to the peculiar 
nature of the materials involved. No matter how good a thinker 
a man may be in his own field, he can never carry over 100 per 
cent thinking efficiency to a field in which he is not at home. 
True, his previous training in thinking may be of assistance to 
him in acquiring familiarity with a new body of material, in 
mastering the strange viewpoints, terms, principles, and tech- 
nique; but only actual mastery of the raw materials can make 
possible good judgment about any sort of problem. We see 
daily illustrations of foolish and incompetent judgments uttered 
by men who are experts in their own lines, but whose opinions, 
when they venture into territory filled with unfamiliar facts, 
principles, and technique, are not only valueless but indeed 
socially injurious, simply because their susceptible readers fail 
to make this fundamental distinction. 

During this analytic stage a sifting process has been going 
on. A host of irrelevant details, offering no promise of help, 
have quietly dropped out of sight. Simultaneously, certain 
others have proved suggestive, pointing out hopeful lines of 
inquiry, and rising to positions of central importance in 
dominating thought and determining the direction it shall 
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take. So we reach the third stage, that of suggestions of 
solutions. 

3. Suggestion of solutions —Suggestion or association is a 
fundamental psychological principle, basic in all habit and 
memory. We recall a thing only when an associate, sensory or 
ideational, is at hand to suggest it; in the absence of such stimu- 
lus we are helpless. We can, however, actively aid the recall 
process by assembling before us all available stimuli, in the hope 
that one or another will have retained a sufficiently strong con- 
nection to suggest the thing we are seeking. Now an analysis 
of any problem does just this; it brings out and impresses on us 
certain vitally significant facts to which we must look to suggest 
the way out. These serve to set limits to the range of “trials 
and accidental successes’? which play so central a réle in all 
problem-solving, whether on motor or ideational levels. If we 
have had previous experiences of the particular type to which 
our problem belongs, such associations will naturally have been 
established, and suggestion will occur actively. 

Here again is evident the vital necessity of a background of 
knowledge. The business man confronted with a problem of a 
sort entirely foreign to his previous experience feels helpless, 
because absence of associations gives him no clue to the way out. 
Mistakes of judgment are often directly traceable to inadequate 
knowledge and consequent insufficiency of possible suggestions, 
or to inadequate appreciation of the implications of such sugges- 
tions as do arise. Probably the most common of all logical 
fallacies is overhasty generalization. A single experience, or a 
striking occurrence, is elevated to the dignity of a general truth 
and applied indiscriminately to ail sorts of situations, usually 
with disastrous results. Business men fail more often from 
incapacity than for any other reason, and incapacity usually 
means ignorance of things one should know about his own 
business. On the other hand, the leader in the financial and 
industrial world is not infrequently a man of remarkably wide 
information concerning matters psychological, social, political, 
geographical, historical, and scientific, which to his smaller- 
minded contemporary seem irrelevant and useless. Neverthe- 
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less, it is just this rich background that suggests to him the 
probable effects upon general business conditions, and hence upon 
his own affairs, of influences apparently remote, and yet real, and 
thus enables him to prepare for future contingencies. Those 
business men who were hit hardest by the post-war depression 
were, in many cases, those who a few years before knew only 
that the way to greater profits was by buying larger stocks on 
rising markets, but who did not have that larger knowledge of 
social and economic conditions, past and present, which would 
have warned them of what must inevitably follow. 

Let us recall once more that familiarity and practice make for 
short cuts in this associative process, so that as soon as the 
problem appears, a course of action may suggest itself, even 
though we do not stop to trace the path—or perhaps not even 
be able to do so if we try—which logically leads from the one to 
the other. The series, ‘‘A-B-C-D-E,”’ built up in the past, 
becomes condensed and short-circuited into the direct associa- 
tion, ‘‘A-E.”’ This facility in practical judgment is a priceless 
asset to the executive; such judgments constitute a large part 
of his everyday thinking. But behind his quick and certain 
judgments, which evoke our admiration, we may be sure there 
lies a history of years of faithful, often tedious, accumulation of 
intellectual capital and rigid discipline in its use. 

Akin to these practical judgments are those uncritical and 
unanalyzed impulses which we call ‘‘hunches”’ or “intuitions,” 
and which play a disproportionately large part in some people’s 
decisions. Such judgments differ from the kind we have been 
describing not in their essential elements, but simply in the 
greater obscurity of the specific factors, both in the objective 
situation and in the individual’s personal history, which stimulate 
the suggestions and determine the decision, and hence in the 
relatively greater part played by feeling and impulse. Some- 
times, it is true, a man’s feelings and impulses have been unwit- 
tingly trained by long experience, so that his “hunches” are 
better than mere lucky guesses, even though he be incapable 
of making the self-analysis that would bring their historical 
origins to light. But let us not overlook the fact of our prone- 
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ness to remember and overstress our fortunate guesses, and to 
forget our mistakes, and so to develop a superstitious reverence 
for our “intuitions.’’ In spite of their occasional inevitability, 
it is unsafe to form the habit of substituting such impulses for 
critical judgments, if we can possibly find any basis for critical 


judgments. 

If the operations thus far described—discriminative analysis 
of the problem, and associative suggestion of solutions—have 
sufficed to overcome all inhibitions to action and induce that 
attitude of readiness to act which we call belief, decision and 
action follow automatically. If not, we proceed to seek for 
further evidence of the relative practicability of our hypotheses. 
This constitutes the fourth stage of our schema—the elaboration 
and evaluation of the suggestions; and this is what distinguishes 
critical reasoning and sound judgment from uncritical opinion, 
impulse, or fancy. 

4. Elaboration and evaluation of solutions ——By elaboration is 
meant the consideration of such consequences, positive or 
negative, agreeable or disagreeable, as may be expected to follow 
from this or that course of action. This again involves associa- 
tive suggestion, and efficiency in doing it depends directly on 
whether or not the individual has sufficient acquaintance with 
the facts in question to know what their consequences may 
reasonably be expected to be. Some of this knowledge comes 
from study or reading; some of it comes from first-hand or 
second-hand experiences with people and things. To a large 
extent, the implications which one who makes business judg- 
ments must consider are social, involving an understanding of 
how people act, individually or collectively. When we consider 
extending credit to a man we want to know about his past 
career, his present habits, his future purposes, in order to be 
able to predict the probable outcome of our venture. When we 
consider investing, or enlarging our business, we are anxious to 
know how “conditions” will be in a year or two years or five 
years, which means simply that we want to know what the mass 
of buyers, sellers, investors, and workers are likely to be doing 


? 
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by that time. If we guess badly, we may suffer for it. So we 
want to know, not merely to guess. 

By evaluation is meant considering the desirability or undesir- 
ability of the one or the other course of action and its conse- 
quences. Ideas and impulses are usually ‘“‘toned” either 
agreeably or disagreeably; certain prospects attract us, others 
repel; some we desire, others we dread or dislike. ‘These feeling- 
tones are of central importance in determining the outcome of 
thought activities, since those processes which arouse aversion or 
disapproval reactions tend to be dismissed from attention, while 
those which evoke attitudes of approval are entertained, become 
dominant, and in the normal course of things lead to action. 
Most of us stand in imminent danger of permitting, to a degree 
we do not realize, our feelings to dominate attention and deter- 
mine action, to the detriment of more intelligent considerations. 
Hence, the vital importance of maintaining a critical attitude— 
what is often called an attitude of suspended judgment—until 
the evidence is all in and weighed. What we call “‘poor judg- 
ment” means in many cases simply inability to hold off under 
the urgency of some special impulse or craving. Conversely, 
good judgment involves the habit of withstanding strong desires 
and aversions until one is ready to make his decision in terms of 
remote as well as immediate considerations. No one of us is 
entirely free from this danger. Often the desires are basically 
instinctive; sometimes, so obscure or so antisocial that we do 
not let ourselves recognize them for what they are, in which 
case, far from ceasing to influence us, they indeed deceive us the 
more. Every psychologist recognizes the universal human 
tendency to act under the urgency of some special desire, recog- 
nized or unrecognized—perhaps an unadmitted craving for 
prestige, or revenge, or self-gratification of some sort—and 
aflerward to hunt up reasons to make the action appear reason- 
able to one’s self or others. This ‘rationalization’ or “post- 
rationalization” is, in fact, a most irrational procedure. 

Sometimes the critical evaluation of the proposed solution 
still fails to settle the question conclusively, and some sort of 
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testing-out of the hypothetical conclusion is called for. We 
may test hypotheses in various ways. We may try out our 
plan experimentally on a limited scale to ascertain whether it 
will work as we expect. Or we may try it out on the “reflective 
level,’’ by testing it against other accepted general principles, 
or with the testimony of competent authorities, books or persons, 
on similar or related problems; or we may submit our data, 
methods, and conclusions to competent critics to discover 
possible omissions or errors. One of the marks of the wise 
business man is his judicious choice of counselors. 

5. Action.—After the problem has been defined, suggestions 
for its solution reached, elaborated, and evaluated, one of two 
things happens. If the process has been unsuccessful, it is 
repeated and new analyses and solutions attempted. If it has 
been successful and the attitude of belief has been induced, the 
final stage, that of action, takes place. The consummatory act 
need not, of course, follow immediately. The direct outcome 
of a reasoned business decision may be a more or less explicitly 
formulated program for future action. If the decision covers a 
whole class of anticipated situations, we call it the formulation 
of a policy. The realization of these conditions then auto- 
matically brings the act which consummates the process; the 
crucial point was reached and passed when the act of decision 
was accomplished. 

IV 

That the school or teacher of business, or the individual him- 
self, can do very definite things to facilitate thinking at one or 
another of these stages should already be quite clear. We may, 
however, point out somewhat more explicitly certain pos- 
sibilities. 

1. Problem approach.—The case-method, to which reference 
has been made, has fixed itself firmly in legal education, and is 
increasing in favor and use in other educational fields, including 
that of business administration. Not only does this approach 
to the study of business provide the student with actual problems 
to focalize his thinking, enlist his interest, and stimulate his 
activity, but it affords him invaluable practice in the analysis 
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of actual business situations into their component factors. 
Whether the outcome of a student’s analyses and inferences be 
good or bad—and often enough it will be bad—the practice in 
picking out, relating, and comparing the various factors involved 
in actual business situations, and in learning to ignore the mass 
of irrelevant and confusing attendant detail, just as the executive 
must do, is of primary importance, for only through such actual 
doing can one ever learn to do. 

2. ‘Background’? courses——What has been said about the 
indispensability of a rich background of ideas, for stimulating 
the business man’s fertility of suggestion, for enabling him to 
trace their implications, and for aiding in the organizing, 
interpreting, and evaluating of his other experiences, has its 
obvious bearings on questions of curriculum. That school of 
business is indeed remiss or short-sighted which fails to emphasize 
the importance of “background” courses in the business execu- 
tive’s training. ‘To comprehend the influences that move men, 
individually or in the mass, calls for training not merely in 
orthodox economic theory, but also in psychology, sociology, 
history, and political science. To be able to initiate profitable 
suggestions, make sound decisions, or evaluate correctly tech- 
nical proposals, whether concerning plant location, manu- 
facturing, personnel, or marketing, calls for training in almost 
every phase of the natural sciences. The difficult problem is 
not to find useful background courses, but to discriminate 
between those that are merely valuable and those that are 
indispensable. 

But neither college courses nor the business office can teach 
all one ought to know. There is no substitute for actual con- 
tacts with men and things as a means of understanding and 
therefore controlling them. There are definite things everyone 
can do, be he student, clerk, or executive, to increase his fertility 
of suggestion. Instead of following the daily routine of habit, 
he may try deliberately going out of his way to enrich his expe- 
riences; he may perhaps take a different car line or traverse new 
streets; go to a different lunch room; read new books and 
magazines about his own line of business or about any other 
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human enterprise; he may visit museums, libraries, theaters, 
public gatherings, factories, and stores, meet new people, pref- 
erably of different social station or occupation from his own, 
talk with them and let them talk about their interests, and thus 
get new and suggestive viewpoints. The school of business 
does well to seek to enrich the students’ experience by every 
practicable extra-curricular means. 

3. Aids to suggestion —The business world has worked out 
numerous aids to analysis whose use the business students should 
learn. Courses in mathematics, accounting, and _ statistical 
methods have this as their primary function. Such devices as 
tack-maps, sales or organization charts, diagrams, photographs, 
sketches, or other graphic or pictorial devices, statistical tabula- 
tions and analyses, reports and statements, outlines and sum- 
maries—all these aid the executive in focusing his attention 
more vividly on significant tendencies and factors and in placing 
them in their proper relations. Training in getting and keeping 
one’s data in such form as to stimulate suggestions and facilitate 
their evaluation should be one of the things provided for, not 
only in planning the curriculum, but in the organization and 
presentation of every course. 

4. Sources of data~—The business world has also its varied 
sources of information, acquaintance with which is indispensable, 
not only to the man who wants to understand general business 
conditions, but also to him who wishes to master his own little 
field in its wider and deeper relationships. The importance for 
the solution of business problems of knowing where to find and 
how to use such sources as reference books, business and 
trade journals, financial columns and market reports, statistical 
services and government publications, and the innumerable other 
sources of business information, needs no emphasis. 

5. Basic generalisations——Nor need we elaborate on the 
significance of mastering the fundamental generalizations of 
business as an aid to the cultivation of business judgment. 
The body of principles and practices, of terms and methods, in 
manufacturing, finance, marketing, and every other phase of 
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business activity, constitute the very raw materials out of which 
all judgments are forged. 

6. Critical attitude——What has been said about the ever- 
imminent dangers of hasty generalization, of undue susceptibility 
to emotional bias, of the urge of impulse and prejudice, of post- 
rationalization of motives, and like enemies of logical thinking, 
means simply that a critical attitude is no less essential for sound 
business judgment than for sound scientific judgment. To 
cultivate this attitude in the student is one of the most important 
functions of the instructor. Through constant criticism and 
questioning, it is his task to train the student to withhold judg- 
ment, pending the definition of the difficulty; to resist the tend- 
ency to follow impulsively false leads which obscure the issue 
and waste energy; to be impartial, objective, and precise in his 
estimates of men, measures, and things; to know when he knows 
and to know when he does not know. 

To develop good business judgment, then, is not a hopeless 
undertaking. Indeed, assuming reasonably good quality of 
brain stuff, good judgment is acquired by a student in no other 
way than through training—that is, through practice in discover- 
ing problems to think about, in getting, reflecting on, and work- 
ing over the indispensable capital of knowledge, in analyzing 
problems and sifting facts, in organizing data and keeping them 
organized to facilitate suggestions, in guarding against too hasty 
generalizations or emotional bias, in maintaining an attitude of 
suspended judgment, in critically verifying hypothetical con- 
clusions. And to train him in doing these things is a primary 
function of the school of business. 


Forrest A. KINGSBURY 
UNIVERSITY OF CHICAGO 








A COMBINED SECONDARY AND COL- 
LEGE CURRICULUM 


In the February Journal of Political Economy a Commission 
of the Association of Collegiate Schools of Business took the 
position that our schools of commerce might well give greater 
attention to the correlation of collegiate and secondary school 
work. The commission ventured the opinion that the time 
might not be far distant when it would be desirable to state 
collegiate graduation requirements in terms not of college work, 
but of the student’s acquirements from the time of the seventh 
grade. This latter suggestion presumably had reference to 
the requirements for students who came to college from a 
junior-senior high school. The School of Commerce and 
Administration of the University of Chicago, following this 
suggestion, accepts in general principle the following graduation 
requirements as an alternative to its present requirements. 
Before adopting the details as set forth below it takes this means 
of seeking counsel from other schools of business. Inasmuch as 
this proposed alternative is fairly radical in character, it seems 
necessary to state the matter somewhat fully. 

THE BACKGROUND OF THE PROPOSED CURRICULUM 

These alternative requirements are directed toward the 
accomplishment of certain ends. They seek to secure: 

1. As much unity and correlation as may be educationally 
justifiable in the entire secondary and collegiate program 
of the student. Since an essential prerequisite to any 
scheme of correlation is a working hypothesis of the ends 
sought in the business curriculum, the hypothesis of the 
school with respect to business education, as stated below 
on page 4, forms the background for the alternative 
requirements proposed. 

2. Conformity with the proper goals of education in general. 
The staff of the school believes that when terms are broadly 
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conceived, there is no real conflict between so-called liberal 
education and so-called vocational education. It believes, 
furthermore, that preparation for activity in what the 
sociologist would call ‘‘the business group”’ is preparation 
for only one of the group relationships of life and that the 
collegiate school of business has some responsibility in 
connection with these other relationships. 

3. Training in terms of functions rather than in terms of 
detailed subject-matter. So far as that is concerned, the 
present réquirements of the School are upon this basis. 
The point is here raised merely to account for a certain 
attitude which will be found to display itself in the state- 
ment of the alternative requirements. 

4. The conferring of the Bachelor’s degree on the basis of 
attainment rather than in terms of years spent, or majors 
(semester hours) taken. The School recognizes, however, 
that we should not break too sharply with the traditions 
and academic measuring devices of the past. Therefore 
much of the measuring of attainment is done in the 
old terms of university majors, semester hours, entrance 
requirements, courses taken, etc. In other words this 
alternative program is nothing more than a transitional 
step. 

As stated in the foregoing, any such plan should start with 

a hypothesis concerning the basic features of business education 
and concerning its relation to general education. It is true that 
training for participation in the ‘‘business group”’ must in itself 
be distinctly wide since the business group overlaps a very large 
number of the other group relationships in this life. Neverthe- 
less, we recognize our obligation to give training which will be 
of help in other group relationships. 

As related to the business group itself, the hypothesis in 
terms of which the School sets up this alternative curriculum 
may be stated as follows: 

The business executive administers his business under condi- 
tions imposed by his environment, both physical and social. 
The student should accordingly have an understanding of the 
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physical environment. This justifies attention to the earth 
sciences. He should also have an understanding of the social 
environment and must accordingly give attention to civics, 
law, economics, social psychology, and other branches of the 
social sciences. His knowledge of environment should not be 
too abstract in character. It should be given practical content, 
and should be closely related to his knowledge of the internal 
problems of management. This may be accomplished through 
a range of courses dealing with business administration wherein 
the student may become acquainted with such matters as the 
measuring aids of control; the communicating aids of control; 
organization policies and methods; the manager’s relation to 
production, to labor, to finance, to technology, to risk-bearing, 
to the market, to social control, etc. Business is, after all, a 
pecuniarily organized scheme of gratifying human wants, and, 
properly understood, falls little short of being as broad, as 
inclusive, as life itself in its motives, aspirations, and social 
obligations. It falls little short of being as broad as all science 
in its technique. Training for the task of the business adminis- 
trator must have breadth and depth comparable with those of 
the task. 

Stating the matter in another way, the modern business 
administrator is essentially a solver of business problems— 
problems of business policy, of organization, and of operation. 
These problems, great in number and broad in scope, divide 
themselves into certain type groups, and in each type group 
there are certain classes of obstacles to be overcome, as well as 
certain aids, or materials of solution. 

If these problems are arranged (1) to show the significance 
of the organizing and administrative, or control activities of the 
modern responsible manager, and (2) to indicate appropriate 
fields of training, the following diagram (which disregards much 
overlapping and interacting) results. It sets forth the present 
hypothesis of the School of Commerce and Administration con- 
cerning the basic elements of the business curriculum. 
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BASIC ELEMENTS OF THE BUSINESS CURRICULUM 


Of problems of adjustment to phys- - 
ical environment 
a) The earth sciences 
b) The manager’s relationship to 
these 
Of problems of technology 
a) Physics and other sciences as 
appropriate 
b) The manager’s administration 
of production 
Of problems of finance 





Control a) The financial organization of 
1. Communicating aids of control, society 
for example b) The manager’s administration 
a) English of finance 
b) Foreign language Of problems connected with the 
c) Shorthand and typewriting | market 
(for secretarial students) a) Market functions and market 


| 
. . - - } 
2. Measuring aids of control, for } structure 


example b) The manager’s administration 
a) Mathematics | of marketing (including pur- 
b) Statistics and accounting | chasing and traffic) 

3. Standards and practices of | Of problems of risk and risk-bearing 
control a) The risk aspects of modern 
a) Psychology industrial society 
b) Organization policies and b) The manager’s administration 

methods | of risk-bearing 


| Of problems of personnel 
a) The position of the worker in 
modern industrial society 
b) The manager’s administration 
of personnel 
Of problems of adjustment to social 
environment. 
a) Historical background 
b) Socio-economic institutional 
life 
c) Business law and government 





ENTRANCE REQUIREMENTS 

The School retains a formal system of entrance requirements 
not so much in a spirit of measuring what has been done in the 
past as in the spirit of using some administrative device to make 
possible an effective organization of the college classes. It seeks 
to draw these entrance requirements in such a way as to secure 
a considerable concentration and continuity in certain subjects. 
It does this primarily as a means of securing some guaranty of 
sustained training prior to the beginning of college work. 
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A student must offer for admission fifteen units of credit by 
examination or by certificate from an approved school from 
which he has been graduated with an average grade in academic 
subjects (English and groups 1-6; see next paragraph) higher 
than the passing mark of the school by at least 25 per cent of 
the difference between that mark and 100. Among these must 
be (a) three units of English, (0) a “principal group” of three 
or more units, and (c) a “secondary group” of two or more 
units. Of the fifteen units seven must be selected from the 
subjects named in the groups designated below; five may be 
selected from any subjects for which credit toward graduation 
is given by the approved school from which the student receives 
his diploma. 

The principal and secondary groups offered may be selected 
from the following: (1) Greek, (2) Latin, (3) modern languages 
other than English, (4) history, civics, economics, and commercial 
law, (5) mathematics, (6) physics, chemistry, botany, zodlogy, 
general science, general biology, physiology, physiography, com- 
mercial geography, geology, astronomy. To form a language 
group the units must be all in one language. In other groups 
any combination of subjects may be made. Credit is not given 
for less than 1 unit each in algebra, plane geometry, physics, 
chemistry, or a language. Less than one-half a unit in any 
subject is not accepted. Entrance with conditions is not per- 
mitted and the University reserves the right to refuse admission 
to any student whose preparatory work was of such grade as to 
create doubt of his ability to pursue college work successfully. 

The following is a summary of these admission requirements: 

Three units of English 

Three (or more) units in a single group, 1-6 above 

Two (or more) units in another single group, 1-6 above 

Two (or less) units in subjects selected from any of the groups, 1-6 

(Total ten units in English and groups 1-6 above) 

Five units selected from any subject accepted by an approved school 

for its diploma 


Students twenty or more years of age who have had less than 
the fifteen units called for in the foregoing or who have not made 
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the distribution of units which is required, may be admitted 

provided they pass an entrance psychological test with a rating 
which would place them in the upper half of the entering Fresh- 
man class. 

GRADUATION REQUIREMENTS 

I. In these alternative graduation requirements there is no 
requirement of a fixed number of college hours or college years 
beyond the following: 

1. There is a minimum residence requirement of six quarters 
in the School. This requirement is designed to provide 
sufficient contact with the student to enable the School 
to feel justified in making recommendation for the Bach- 
elor’s degree. 

. Certain specific performances are to be accomplished in 
the School of Commerce and Administration of the Uni- 
versity of Chicago. These include the satisfactory pass- 
ing of the course in business policies (a final summary 
view of the entire business curriculum); a graduation 
thesis which may not be upon a narrow subject but must 
be upon a subject which reaches into a considerable por- 
tion of the functional fields of the curriculum; a graduation 
examination which will reach back over the whole business 
curriculum, without reference to whether the work has 
been taken in secondary school or college. 

II. The student is expected to meet at some time in his 
academic career certain minimum requirements in the outstand- 
ing functional fields sketched on page 4.. Since we have at 
present no other very satisfactory units of measurement, these 
requirements for the present are sketched in terms of standard 
academic measurements, the high-school unit and the college 
major. (For purposes of comparison 1 unit=2 majors; 1 
major = 3 semester hours.) 

Since the School has hypotheses concerning the levels at 
which certain types of courses may appropriately be taken, it 
indicates by the numbers in parentheses after each topic the 
earliest level at which such work may be taken and presented 
as meeting the requirements of this curriculum. The symbol (1) 


to 

















304 L. C. MARSHALL 


means that the material may appropriately be presented in the 

present four-year high school and of course in the reorganized 

junior-senior high school as well; (2) means that the material 

is not now ordinarily presented in the four year high school in a 

manner which will meet the requirements of the School of Com- 

merce and Administration but the School believes that the 
material could be satisfactorily presented in the fourth year of 
such a school and could certainly be presented in the reorganized 
senior high school; (3) means that the material may appro- 

priately be presented in a reorganized senior high school; (4) 

means that the material should be presented with a degree of 

maturity appropriate for classes for Sophomores, Juniors, and 

Seniors in college; (5) means that the School is willing for the 

student to meet the requirement by outside or supervised 

activity rather than by formal classroom performance. 

With the foregoing in mind, the requirements in the func- 

tional fields may be set forth as follows: 

1. The manager’s relationship to his physical environment. 
This may be met by courses in economic and commercial 
geography and in the geography of North America to 
the extent of two majors (2). 

2. The manager’s relationship to technology. This may be 
met by a course in introductory physics to the extent of 
one unit or two majors (1); a course in introductory 
chemistry to the extent of one unit or two majors (1); 
and by a course in factory management (4). 

. The manager’s relationship to finance. This may be 
met by a one-major course in the financial organization 
of society (3), and by a one-major course in the manager’s 
administration of finance (4). 

4. The manager’s relationship to the market. This may be 
met by a one-major survey of market functions and 
market structures (3), and by a one-major survey of the 
manager’s administration of the market (4). 

5. The manager’s relationship to risk and risk-bearing. 

This may be met by a one-major survey of the field of 

risk and risk-bearing (3). 
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6. The manager’s relationship to personnel. This may be 
met by a one-major survey of labor conditions and prob- 
lems (3) and a one-major survey of the manager’s adminis- 
tration of labor (4). 

7. The manager’s relationship to his social environment: 
This may be met by 
a) Asurvey of American history, one unit or two majors (2). 


b) 


c) 


A survey of the historical development of our socio- 
economic institutions. This includes a one-major sur- 
vey of the economic history of the United States (2), 
and a one-major survey of the development of social 
and political philosophy (4). 

A survey of our socio-institutional life and of social 
control. This includes a one-major survey of indus- 
trial society (2), a one-major survey of government and 
business (2), a one-major survey of social control of 
business activities (3), and a three-major survey of 
business law (4). 


8. The manager’s relationship to organization and adminis- 
tration: 
a) Communicating aids. This may be met by three 


b) 





units of high-school English (1), by a one-major com- 
position course (2 and 5), by another more advanced 
composition course (3 and 5), by a general survey 
course in business communication (3 and 5), and by 
study of some foreign language to the extent of two 
units or four majors (1 and 5). For secretarial students 
there should be added two majors of shorthand and 
typewriting (1 and 5). 

Measuring aids. This may be met by two units or 
four majors of work in mathematics (1), and by a three- 
major survey of standards, records, and reports in 
business activity (3) which will cover the fields ordi- 
narily presented in accounting and business statistics 
but will cover these fields from the point of view of 
their being instruments of control in the hands of the 
business executive. 
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c) Policies and practices of organization and administra- 
tion. This may be met by a one-major survey course 
in business management (2), by a one-major survey 
of business policies (4), and by a two-major survey of 
psychology (3). 

III. There is a concentration or specialization requirement 
in which the student may choose either of the following alter- 
natives: 

1. Three additional majors in each of two of the fields indi- 

cated in 1 to 8 inclusive in II above (4). 

. Three additional majors in one of these fields (4) and 
three majors in special applications to particular kinds of 
businesses such as bank management, retail store man- 
agement, etc. (4). 

IV. There is a requirement of practice or contact work (to 
be arranged for individually) involving, as the minimum, 
employment during one quarter. 

V. There is a distribution requirement of not less than nine 
majors (1, 2 and 3) designed to enrich the background on the 
basis of which business (or any other) judgments must be made, 
and to give the student a more vivid appreciation of group 
relationships which are not specifically business relationships. 
This requirement may be met by taking work in such fields as 
history, the biological sciences (particularly emphasizing the 
evolutionary outlook), astronomy, literature, anthropology, art, 
and music. The School will be more concerned with the way 
these subjects are presented than it will with specific subject- 
matter covered. 

VI. Appropriate substitutions for individual courses may be 
arranged with the consent of the dean but substitution will be 
allowed only provided it makes for fuller and broader training. 


to 


SOME DATA TO BE USED IN MAKING COMPARISONS 


An understanding of this alternative curriculum will be 
facilitated by making comparisons in terms of present standard 
academic subjects though it cannot be too strongly emphasized 
that the outlook of this alternative curriculum is not one of 
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slavish adherence to orthodox presentations. The following 
tabulation makes possible certain comparisons: 
1. Total number of majors in the present combined four- 
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year high-school plus four-year college course (one unit 
equals two majors)—66. 

. Total number of majors in a junior-senior high school 
course plus four-year college course, approximately—74 to 
78, depending upon how credits are counted. 

. Number of majors in minimum requirements sketched 
above (not counting practice work, the thesis, and short- 
hand and typewriting)—63 

. Distribution of these majors in terms of orthodox subjects: 


MUNIN occ 22s ot ca Ssaustaxortrnin pavatnee teem ew een 6 
Nee ee eee rane wena rert tear 9 
OUI TRIES oso acs. s scsi wen cacao aoe 4 
I os es) aso sai 5 bes aca echoes 2 
MIN oooh dee id bel 2 sh cot seat vlogs atereuare seit aserern I 
IN fora cssiocac nla lute See eaten wectoee 4 
History, including economic history............ 3 
ee | re 4 
MIE Dos ee Sats sdvelsten esac be eo 6 
Accountimg and statistics. ....... 06026006050 3 
PIII oss sk Re ee 6 
Concentration requirement.................00 6 
Distribution requirement... .....0ccccscsceces 9 


. Number of majors labeled (1), not counting distribution 
requirement, 18. 

. Number of majors labeled (2), not counting distribution 
requirement, 9. 

. Number of majors labeled (3), not counting distribution 
requirement, 12. 

. Number of majors labeled (4), not counting distribution 
requirement, 15. 

. Number of majors labeled (5), not counting shorthand 
and typewriting, 7. 

L. C. MARSHALL 








COURSES IN FOREIGN TRADE 


During recent years there has been a considerable growth of 
interest in the question of our foreign trade. The changing nature 
of our exports, the abnormal activity of the war period, and the post- 
war readjustment have all combined to increase attention to our 
commercial relations with other countries. As the problem has taken 
on new aspects and new developments have added to its complexity, 
the demand for trained men has become more and more insistent. 
In response to this demand certain of our colleges and universities 
have been offering courses of study in foreign-trade subjects. The 
desire to ascertain what is actually being accomplished, and the feel- 
ing that a comparison and correlation of experiences might make 
possible certain helpful conclusions for future guidance may be given 
as the chief reasons for the present paper. Other investigations have 
been carried on, and are being carried on in this field. This study, 
however, has one distinctive feature, in that the subject is treated 
from the teacher’s point of view. 

In securing the information for the present study the question- 
naire method was used. Copies of the questionnaire were forwarded 
to all of the institutions named in the list sent out by the Bureau of 
Education, Washington, D.C., in October, 1921.1 Replies were 
received from fifty (over 70 per cent) of the seventy-one schools 
listed. 

In offering the results of the investigation it has appeared best 
to present most of the material in the form of percentages. Two 
reasons for this may be given. In the first place the answers received, 
while not covering all the institutions offering foreign-trade courses, 
are nevertheless considered to be truly representative of the group. 
Considering both size and geographical location of the institutions 
reporting, it seems reasonable to believe that the facts regarding the 
minority not heard from would correspond in all important points 
with the conclusions drawn from the reports received. Secondly, it 
is believed that the results will be briefer in form and more definite 


1 List of seventy-one colleges and universities reporting June, 1921, courses 
of study in preparation for foreign service, foreign trade in particular. 
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if stated as percentages. It should be noted that the percentages 
given with reference to any question refer to the number of answers 
received to the particular question.‘ The percentages have been 
carried to one decimal place, which gives sufficient accuracy for our 
purpose. 

The first point raised by the questionnaire had to do with the 
length of time the institutions have been offering courses in foreign 
trade. The replies received show clearly the comparative newness 
of the subject. The average length of time for all cases reporting is 
four and one-half years. This average, however, is somewhat mis- 
leading because of the influence of a small number of schools that 
have been pioneers in the field. The median is three years and the 
mode two years. It may be added that 42 per cent have been offer- 
ing courses two years or less; over 54 per cent three years or less; 
and over 88 per cent less than ten years. The longest time stated by 
any institution is twenty-one years. 

The number of courses offered also suggests the experimental 
stage in development. As in the first question the simple average of 
the number of courses offered, which is three, is greatly affected by 
a very small number of schools giving a wide variety of courses, the 
median and the mode both being one. Fifty-six per cent of the 
schools reporting offer only one course, while over 77 per cent are 
offering three or less. The greatest number of courses reported by 
any school is twenty. 

The number of semester credit hours given for foreign-trade sub- 
jects naturally follows closely the number of courses offered. In this 
case the simple average is eight hours, the median four, and the mode 
three. It is interesting to note that approximately one-third of the 
institutions reporting offer one three-hour course. Seventy-five per 
cent give six credit hours or less, while the remaining 25 per cent offer 
various numbers running from eight to sixty. 

The reports on enrolment of students in foreign-trade courses 
show an average of 105 per school. Here again there is a marked 
difference between the average and the median, which is 65. The 
mode has little meaning in this case, the highest number of similar 


* The figures given do not take account of courses, credit hours, or enrolments 
in commercial geography, history of commerce, or languages. There is no doubt 
of the value and importance of these subjects for foreign-trade students, but on 
account of their being taught in so many schools where no attention is given to 
training for foreign trade the necessity of omitting them from this study is obvious. 
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cases being only 3. The smallest number of students reported is 9, 
while four reports give enrolments of 300 or over.' 

A question asking for information concerning the text or texts 
used for the courses in foreign trade brought a wide variety of replies. 
A simple classification of answers may be given as follows: percentage 
of schools reporting use of regular text, 46.3; percentage of schools 
reporting use of combination of texts, 46.3; percentage of schools 
reporting no regular text, 7.4. More striking than the figures given, 
however, are the comments appearing in the different replies. The 
great majority of replies show clearly that the securing of satisfactory 
texts offers considerable difficulty. In many cases the answers state 
that some other text will probably be used next year. The chief 
point of criticism appears to be that the present available texts are 
not sufficiently comprehensive. This probably explains the high per- 
centage of cases where a combination of texts is being used. 

In many quarters the question is being raised regarding the 
importance of introducing paper work in foreign-trade courses. 
Many exporters claim that with the variety of foreign markets and 
the complexity of details peculiar to each market training in foreign 
trade requires a working knowledge of the use of the commercial and 
legal documents. ‘The plan generally proposed is that of having the 
student work out a number of definite export problems, using blank 
forms similar to those in actual use in the export business. Our 
investigation shows a rapid development along this line. Of the 


schools reporting, 57.2 per cent have introduced paper work as a 


regular part of the training.? 

The question of the use of practice forms is closely linked with the 
general problem of purpose and method in our courses in foreign trade. 
An attempt was made to ascertain the attention given to the tech- 
nical phases of the subject as distinguished from the general and de- 
scriptive. The answers show the following division: percentage of 
schools emphasizing the descriptive, 44.4; percentage of schools 
emphasizing the technical, 27.8; percentage of schools dividing 
attention between the two, 27.8. In general it may be said that there 
is a marked tendency for the emphasis to shift to the technical. The 

« The figures represent total enrolments in all foreign-trade courses. In cases 
where a number of courses are given allowance should be made for considerable 
duplication. 

2 Ninety-five per cent of the schools reporting the introduction of paper work 
are making use of “‘ Miscellaneous Series,” No. 85, Paper Work in Export Trade, 
published by the Department of Commerce. 
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present higher percentage of descriptive courses is due to the large 
proportion of schools offering only one course. When only one course 


is given it must almost of necessity be somewhat general and descrip- 
tive in nature. 

It is of course highly important to know how well the schools of 
the country are meeting the demand for trained men in the export 
field. This raises the question concerning the number of foreign- 
trade students who actually enter work in foreign trade. The answers 
to this question are rather discouraging. Sixty-one per cent of the 
schools reporting state that few if any of their students actually enter 
foreign-trade activities after leaving school. The other 39 per cent 
report that a considerable number, running 10 per cent and over, 
secure foreign-trade positions. The highest number reported by any 
school is 50 per cent; but this is far above the average. 

One of the chief reasons why so few students turn foreign-trade 
training to practical use seems to lie in the lack of adequate machin- 
ery for connecting the man with the place. Of the schools reporting 
on this point it appears that 84.5 per cent have no definite arrange- 
ments for facilitating the placing of students in foreign-trade positions. 
Of the other 15.5 per cent it may be said that, while some definite 
action has been taken, it has in most cases been confined to establish- 
ing connections with one or more export corporations or steamship 
companies. While such arrangements are undoubtedly valuable, it 
frequently happens that the particular line of export work done by 
the company or companies entering into the agreement may not 
appeal to any considerable number of students. It is also true that 
in most cases the number of men required by any single concern will 
be somewhat limited. 

There is, of course, no line of teaching which does not present its 
own peculiar problems. During several years of experience in teach- 
ing classes in foreign trade the writer has found several very definite 
difficulties. An attempt was made to weigh the importance of differ- 
ent problems by submitting a list to be passed upon by the various 
teachers in the field. Three problems were stated, and those receiv- 
ing the questionnaire were asked to number them as first, second, and 
third in order of importance. The problems submitted were as 
follows: 

A. Securing satisfactory texts. 

B. Placing graduates in foregn-trade positions. 

C. Obtaining reliable and satisfactory statistical and descriptive course 
material. 
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The results of the vote are given in the table below: 








| Second | 





40.5 
| 16.2 } ; 
| 4-3 


> 
22 


43-3 





*Two teachers named problems which they ranked more important than 
those listed. One named the scarcity of teachers; the other the securing 
of practical problems for class work. 


Several points in the table are worthy of comment. It is signifi- 
cant that the first choices are so evenly distributed. The general 
distribution suggests that the problems named are widespread. The 
relatively small percentage of second choices for problem B suggests 
the importance of the geographical location of the institutions report- 
ing. In other words, for the school located at or near an export 
center problem B offers little difficulty and thus is rated third in 
importance. On the other hand, schools located far from coast or 
export cities find it extremely difficult to place their men.* 

In order to secure further information each school was asked to 
report any serious difficulties not mentioned in the preceding ques- 
tions. Sixty-nine and six-tenths per cent of the answers report 
special problems, the remainder answering definitely in the negative. 
Of those who report having problems, 50 per cent name the inland 
location of their institutions. Of the others, no two name the same 
difficulty, the variety running all the way from the present slump in 
export business to the lack of funds with which to secure teachers. 

We may in closing present in the form of a short summary, the 
conclusions drawn from this study: 

1. The teaching of foreign-trade courses is, with very few excep- 
tions, a comparatively recent development in our colleges and 
universities. 

2. As yet such courses are being given in a very limited number 
of schools. 

3. While in a few institutions division and specialization have 
made considerable progress, in the great majority of cases the work 
is still confined to one or two general courses. 


« The percentage of third choices for problem B is also affected by the fact that 
a considerable number of inland schools offering only one or two general courses 
have no difficulty because they do not attempt to place students in foreign-trade 
positions. 
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4. The number of enrolments in foreign-trade subjects shows 
extrermely rapid growth of interest in the foreign-trade field. 

5. It is still extremely difficult to secure texts that are sufficiently 
comprehensive for general courses. There is especially a distinct 
demand for texts of such a nature as to make possible the adoption 
of the problem or case method. 

6. The teaching of foreign-trade subjects is still largely in the 
experimental stage. As yet we find a serious lack of standardization 
or uniformity of courses. Here there should be a fertile field for 
discussion and comparing of notes. Much might be accomplished by 
a foreign-trade teacher’s convention or institute. 

7. There is a serious need of some adequate plan for the placing 
of students in foreign-trade positions. With the present lack of 
facilities the inland school is, in most cases, at a serious disadvantage 
and many students are thus bitterly disappointed. The solution 
might be found in some form of nation-wide organization, perhaps 
under the direction of the Department of Commerce, to function as a 
sort of clearing-house in supplying our exporters with needed recruits 
and in placing our students where their training can best be utilized. 

J. E. Morrat 


INDIANA UNIVERSITY 








A CASE AGAINST DISCRIMINATING DUTIES 


A discussion of discriminating duties as an aid to shipping can- 
not well start without reference to W. W. Bates. In the words of the 
French king, Bates might have said, ‘I am discriminating duties.” 
His origin is somewhat obscure. It is known that as a shipping 
commissioner in Chicago, his acquaintances determined to have him 
shifted. By a twist of fate a Commissioner of Navigation was 
needed in Washington. Bates was discreetly placed in the position, 
and began immediately to take himself seriously. It remains a 
problem for the Freudians to explain the influences which made him 
an avowed hater of the British and a devout believer in the healing 
efficacy of discriminating duties. That he became a believer in the 
latter through processes of ratiocination is unthinkable, since it is 
known that in indexing a book he listed a number of words under 
“the.” 

At any rate he talked discriminating duties early, late, and vehe- 
mently, with a little lion-baiting thrown in to please the rabble. 
Through the vigor of his personality—and no one will deny that he 
had vigor—he invented and animated the theory that discriminating 
duties developed our merchant marine in the early days of the 
Republic. It has been proved that because certain tonnage figures 
were lacking for the years between 1789 and 1821, he plotted those 
obtainable and read those lacking from the line connecting the known 
points on his chart. With these manufactured figures to back up his 
theory, he proceeded to talk about it so constantly that others began 
to believe him. As his vehemence increased, his critical faculties 
disintegrated, until finally as the Commissioner of Navigation, he 
wrote an annual report so biased that the Secretary of the Treasury 
suppressed it. It is impossible today to find in any library a complete 
set of these annual reports. That for one year, 1891, is missing, and 
this report reposes today under lock and key in the Bureau of Naviga- 
tion in Washington. 

The indomitable energy of Bates in spreading the doctrine of 
discriminating duties bore results. The Merchant Marine Com- 
mission in 1904 was about to recommend this method of aiding our 
shipping, when the secretary of the Commission notified the Com- 
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missioner of Navigation, Eugene T. Chamberlain, who had not been 
able to follow the situation carefully because of sickness. Mr. 
Chamberlain in a few days prepared a magnificent exposé of the 
discriminating duties argument and killed the matter so effectively 
that the Commission reported against this scheme. It is regrettable 
that this aristocratic analysis is buried in that potters’ field: Hearings, 
Mer. Mar. Com. Sen. Rept. 2755, 58th Cong., 3d Sess., pp. 1757-1807. 

The argument for discriminating duties is, in brief, that the early 
growth of our shipping from 1789 to 1818 was due to the policy of 
discrimination by which a preference was given to goods carried in 
American vessels. By analogy it was argued in 1904 that a return 
to this practice would again cause an expansion of our merchant 
marine. By analogy a leading marine journal today argues that the 
enforcement of Section 34 of the Merchant Marine Act will enable us 
to keep the ships the war gave us. 

As a matter of fact, this line of reasoning is uncritical rot. It is 
an edifying example of the genus homo sapiens blindly following a 
man who had to invent figures to back up his theory. Our statesmen 
in the early days did not place discriminating duties primarily as an 
aid to shipping but as a means of forcing the adoption of freedom of 
commercial intercourse. The statistics used to prove the beneficial 
results of discriminating duties are fallacious. The incomprehensible 
European wars of the period literally threw business into American 
hands. To argue that discriminating duties in such a period were the 
causes of the expansion of our shipping is as logical as the statement 
that the LaFollette Seaman’s Bill made our shipping increase during 
the late war. Not only is it impossible to prove that our shipping 
increased between 1789 and 1818 because of our policy of discrimina- 
tion, but it can be proved that a considerable increase took place 
immediately after the abandonment of this policy. And, finally, any 
student of the history of shipping knows that the common carrier of 
the ocean, so far as the United States is concerned, did not appear until 
after the period of discrimination. In other words, shipping as we 
know it today did not exist prior to 1816. 

Discrimination in the early days of the United States was not an 
offensive policy of protection but a defensive one. The purpose of 
the United States in imposing discriminating duties was to retaliate 
against foreign nations which imposed discriminating duties on our 
vessels. This purpose is clearly indicated by debates in Congress, 
by reports of the Secretary of State, by statements of our envoys to 











406 E. S. GREGG 


Great Britain authorized to secure reciprocity, by the report of a 
House committee on the subject of our commercial relations, and more 
particularly and fully by the message of President John Quincy Adams 
in 1828. 

Thomas Jefferson, Secretary of State, in his report to President 
Washington in 1791 said: 

Were the ocean, which is the common property of all, open to the indus- 
try of all, so that every person and vessel should be free to take employment 
wherever it could be found, the United States would certainly not set the 
example of appropriating to themselves exclusively any portion of the 
common stock of occupation. .... But if particular nations grasp at 
undue shares, and more especially if they seize on the means of the United 
States to convert them into aliment for their own strength, and withdraw 
them entirely from the support of those to whom they belong, defensive and 
protective measures become necessary on the part of the nation whose marine 
resources are thus invaded. ... . The materials for maintaining our due 
share of navigation are ours in abundance, and as to the mode of using them 
we have only to adopt the principles of those who thus put us on the defensive. 


Henry Clay and Albert Gallatin, commissioners appointed to 
negotiate the commercial treaty with Great Britain, in 1815, said: 

In regard to the discriminating duties we remarked that a proposition 
to abolish them first came from Great Britain, and a provision to that effect 
was inserted in the unratified treaty of 1806. Congress had the matter up 
at their last session, and passed an Act, which we explained. We thought 
it desirable that they should be abolished, in order to prevent those collisions 
and that system of commercial warfare in which the two countries would 
probably be involved by an adherence to them. As an example, we men- 
tioned the great extra duty to which, as we understood, the article of cotton 
was liable by the British laws when imported in foreign vessels, and which 
if persisted in would certainly be met by some countervailing regulations? 

The report of the House Committee on Commerce in 1822 favored 
the laying of discriminating duties on vessels from France and the 
British Colonies, since this action was “necessary to countervail the 
restrictive systems of Great Britain and France.’’3 

President John Quincy Adams in his message of December 2, 1828, 
said: 

This system (of reciprocity treaties) first proclaimed to the world in 
the first commercial treaty ever concluded in the United States, that of 


* American State Papers, II (1791), 642. 


2 Annals of Congress, 1815-1816, p. 1482. 
3 American State Papers, If (March 15, 1822), 646. 

















A CASE AGAINST DISCRIMINATING DUTIES 407 


February 6, 1778, with France, has been invariably the cherished policy 
of our Union. It is by treaties of commerce alone that it can be made 
ultimately to prevail as the established system of all civilized nations. 
With this principle, our fathers extended the hand of friendship to every 
nation of the globe, and to this policy our country has ever since adhered: 
whatever of regulation in our laws has ever been adopted unfavorable io the 
interest of any foreign nation has been essentially defensive and counteracting 
to similar regulations of their operation against us. 


In quoting these passages before the Senate Committee in 1904, 
Mr. Chamberlain stated: 

It seems to me these show quite conclusively in the minds ot those who 
applied the policy—it was applied strictly as a retaliatory measure—that 
the object was to prevent other nations from discriminating against us and 
the very success of discrimination as a retaliatory measure, it appears to 
me, should have considerable weight with the Commission now. 

Senator Lodge: ‘‘ Your idea, then, is that the early policy was to bring 
about these very treaties (of reciprocity) ?” 

Mr. Chamberlain: “Precisely. It resulted in doing that.” 

Senator Lodge: ‘To enable us to get into a position of complete 
equality, and that is all ?” 

Mr. Chamberlain: “And it resulted, historically, in doing precisely 
that thing.”” 


Of course, those who favor discriminating duties bring out counter- 
quotations from the fathers to show the reverse, but the reader will 
not be burdened with more of this argumentum ad hominem. The 
quotations given seem clothed with sufficient authority. 

Of more damaging weight is the fact that the statistics upon which 
reliance is placed to show the alleged operation of discriminating 
duties between 1789 and 1815 are “in the main untrustworthy and 
very incomplete.’”’ As early as 1800, Albert Gallatin observed: 
“There is good reason to believe that the total difference between 
the actual tonnage of every description and the tonnage returned in 
the statement as such was not less than 200,000 tons on the last day 
of the year 1800; that is to say, instead of 972,000 tons exhibited in 
this statement the United States did not possess over 770,000 tons,’’3 
a small error of 21 per cent. In 1822, Register of the Treasury 
Joseph Nourse says of the year 1818: “The decrease of tonnage in 


t Gales and Seaton’s Register, p. 2 of Appendix to Vol. V. 
2 Hearings, Mer. Mar. Com., Sen. Rept. 2755, 58th Cong., 3d Sess., pp. 1762-63. 
3 American State Papers, I, 464. 
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this year arises principally from the registered tonnage having been 
corrected in 1818 by striking off all the vessels the registers of which 
were granted prior to the year 1815 and which were supposed by the 
collectors to have been lost at sea, captured, etc.’”* Yet the incorrect 
figures from 1800 to 1818 have been used by those not informed of 
this fact as proof of the rapid increase of our registered marine under 
discriminating duties, while the decrease of 200,000, effected in 1818 
to correct the books, has been charged as a result of the reciprocity 
treaty of 1815! If anyone is interested in the details of the grotesque 
hoax, let him go to the forbidding report mentioned above (Hearings, 
Mer. Mar. Com., Sen. Rept. 2755, 58th Cong., 3d Sess., pp. 1762-64) 
or to “ Notes on Our Early Shipping Statistics,” in the Proceedings of 
the Academy of Political Science, Vol. IX, No. 2, February, 1921, and 
he will find the ghastly facts. It is plainly evident that no reliance 
whatever can be placed in the tonnage figures of our shipping prior 
to 1821. 

One who has studied history cannot help realizing the tremendous 
force of economic and geographic factors as compared with Acts of 
Congress and Orders in Council. As a matter of fact, the period from 
1789 to 1815 was one of almost incessant European wars, except for 
the brief respite in 1801-2 afforded by the treaty of Amiens. Adam 
Seybert, in his Statistical Annals, 1818,? with reference to these years, 
said: 

A new era was established in our commercial history; the individuals 
who partook of these advantages were numerous; our catalogue of mer- 
chants was swelled beyond what it was entitled to be from the state of our 


population. .... The demand in Europe for foreign merchandise, espe- 
cially for that of the West Indies and South America, secured to all these 
cargoes a ready sale with great profits. .... Our tonnage increased in a 


ratio with the extended catalogue of the exports; we seemed to have arrived 
at the maximum of human prosperity; in proportion to our population we 
ranked as the most commercial nation, in point of value our trade was 
second only to that of Great Britain. 


This presents a picture not unlike that of the Scandinavian neutrals 
during the late war. 

On the same subject, Timothy Pitkin, in his Statistical View of 
American Commerce, 1817, remarked: 

The war between England and France, which began in 1793, soon after 
the establishment of the present national Government, and between England 


* American State Papers, I1, 648. 7 Pp. 59-60. 
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and Spain in 1796, and which continued, with but short intervals, until it 
involved all the nations of Europe, threw into the hands of the American 
merchant no small portion of the trade of the world. . .. . The local situation 
of the United States in relation to the West India Islands and their long- 
accustomed habits of intercourse with them, naturally threw a great propor- 
tion of this trade ‘nto the hands of the Americans; and the increase in the 
tonnage of the United States, as well as the spirit and enterprise of their 
citizens, led them also to engage in the more distant trade of the East Indies 
and every other part of the world. 


It is also true that economic and geographic factors favored the 
development of shipping in these years. The population of the 
country was scattered along the seaboard, shut off from the interior 
by the Appalachian mountain range. The colonies were in the posi- 
tion of a country poor in natural resources and industrial develop- 
ment and such countries must develop shipping.‘ It is a truism that 
the scanty New England soil early made agriculture less profitable 
than shipping and trading. The attractiveness of overseas ventures 
continued, and our shipping increased rather consistently until the 
great Middle West was opened up. It is reasonable to believe that 
our, shipping would have increased prior to 1818 just as it did between 
1818 and 1860 because of the basic economic situation, regardless of 
discriminating duties. 

In the light of these facts, it is clear that discriminating duties 
played a minor part in the early development of our shipping. Our 
own merchant marine from 1914 to 1917 and that of the Scandinavian 
neutrals benefited from the late war exactly as our shipping did 
during the Napoleonic wars. 

The reader will notice in the quotation above that the trade was 
thrown into the hands of “‘the American merchant,”’ not the “ Ameri- 
can shipowner.”’ This statement is correct because in those days a 
ship was nothing more than a floating storehouse. The owner of the 
ship was also, in general, the owner of the goods carried by the ship, 
and the profits of the voyage were derived mainly from the sale of 
the goods. In other words, shipping as a common carrier, shipping 
which earned profits from the carriage of the goods apart from the 
sale of them, did not emerge in this country until the establishment of 
the Black Ball Line in 1816. It is probable that the separation of 
the services of the carrier and the merchant came about earlier in 

tS. G. Riggs, ‘‘How Much Shipping Can We Support,” Annalist, January 23, 


1922. 
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Great Britain than in the United States. Johnson mentions' that 
the Society of Shipowners of Great Britain in 1807 published a volume 
in which they stated that ‘The Society of Shipowners think it impor- 
tant that the numerous bodies of men whos? capitals are embarked 
at this time in British shipping are not engaged in other mercantile 
pursuits, but depend wholly on the returns they expect to receive 
from their property so employed.”’ In other words, while there may 
have been some British ships acting as common carriers, there was 
no American shipping, as we know it today, during the period of 
discriminating duties, and any arguments by analogy with this period 
are entirely beside the mark. 

Furthermore, the theory that the policy of reciprocity operated 
especially to the advantage of Great Britain and to the disadvantage 
of the United States is untenable. American tonnage between 1850 
and 1860 was increasing twice as fast as British tonnage. In 1840 the 
tonnage of vessels entering at and clearing from the United Kingdom 
with cargo was 7,497,833 tons, of which 70 per cent were British and 
11 per cent American. Twenty years later the American percentage 
was 13 per cent. During these twenty years of reciprocity, British 
tonnage entering at and clearing from British ports with cargo 
increased 132 per cent; American 229 per cent.? 

In addition, much American tonnage was engaged in indirect 
trade. In 1840, the American ships entered at or cleared from 
British ports with cargo from or to the United States, amounted to 
596,254 tons, whereas the American tonnage entered at or cleared 
from Great Britain with cargo, from or to all the world, including the 
United States, was 829,052 tons. Not only did our shipping in the 
direct trade of the United States increase greatly after the repeal of 
discriminations, but many of our vessels competed in the carrying 
trade of the world. Of the trade carried by our ships in this period 
for Great Britain, 60 per cent was direct between the two countries and 
40 per cent did not enter at or clear from the United States. This is 
altogether ignored in the argument of the advocates of discrimina- 
tions, who point to the fact that our ships carried a smaller percentage 
of our direct trade, but fail to indicate that they carried an increasing 
amount of the trade between other countries. 


*E. R. Johnson, History of Domestic and Foreign Commerce of the United 
States, p. 188. 


*For these and the following figures, see Hearings referred to above, 
PP. 1769-70. 
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It appears that the proponents of discriminating duties have no 
logical historical arguments to stand on. The house of cards built 
by Bates is blown down by the inrush of facts. Yet I doubt if the 
agitation for discriminating duties has been killed, for a false economic 
or historical theory, like an alley cat, has at least nine lives. 

E. S. GREGG 


BUREAU OF FOREIGN AND DomMESTIC COMMERCE 
WasHINGTON, D.C. 











THE ATTITUDE OF THE SOVIET GOVERNMENT 
TOWARD CO-OPERATION: 

The vigor of the co-operative movement in Russia is shown by 
its survival of the profound changes in national policy in the last few 
years. Under the monarchy the co-operatives had gradually con- 
quered government opposition and finally became official agencies for 
the distribution of food in the military and civil population. Under 
the provisional government the co-operative societies were the ver: 
basis of the economic organization of the country, and several members 
of the Kerensky cabinet owed their positions to their experience in 
the co-operative movement. During the bolshevist rule three phases 
of co-operative life may be distinguished. The Soviet government at 
first ignored the co-operatives, then seized them and devoted them 
to its own purposes, and finally gave them a prominent and more 
or less independent position. This last réle was mapped out for the 
organizations as a part of the new economic policy which was pro- 
claimed in the spring of 1921. 

The active use of the mechanism of the co-operatives by the 
Soviet government dates from the second stage, that of the seizure 
of the entire organization. By a decree issued in April, 1918, every 
consumer was required to become a member of his local consumer’s 
co-operative. In the following March (1919) another decree effected 
the consolidation of all consumers’ co-operatives and all co-operative 
productive societies. The local communes were federated into pro- 
vincial unions, and from these provincial unions delegates were elected 
to the All-Russian Union of Co-operative Societies known as the 
Centrosoyus. In the following year the agricultural and distributive 
co-operative societies were taken over by the state. The payments 
on shares were returned to the shareholders and the property of the 
societies became the property of the government. The Bank of the 

«The text of the decrees regarding the co-operatives which are the basis of 
this discussion is taken from the bimonthly bulletin of the Russian Trade Dele- 
gation in London, entitled Russian Information and Review, in the issues of the 


closing months of 1921 and the beginning of 1922. The recent history of the co- 
operatives, as it has been outlined in reports of the International Labour Office, 
and in scattered literature, is indicated only to make clear the available facts of 
the internal situation and the relation of the Soviet Government to the co-opera- 
tives as it has been officially defined. 
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Co-operatives, the Moscow Narodny Bank, was treated in the same 
way. ‘Thus the whole great network of distributive, agricultural, and 
credit organizations came to an end as a voluntary movement. This 
phase in the life of the co-operatives had already appeared when the 
Entente attempted to resume trade relations with Russia through the 
medium of the co-operative societies in January, 1920. The Entente 
then concluded that the semi-official status of these agencies made 
the plan inconsistent with their refusal to grant recognition to Soviet 
Russia and the plan was abandoned. 

The new economic policy which was announced in the spring of 
1921 was intended to give industry in Russia the stimulus which the 
Soviet leaders held to be imperative. The new plan involved the 
reduction of state control of industry and the leasing of factories 
which were not of first interest to the state. This step in turn 
involved a partial reversion to private trading. Workers in the 
enterprises which were retained by the state were allowed to bargain 
individually with the peasants for food and were paid partially in 
money, while enterprises which the state leased necessarily had an 
even greater degree of freedom in trading. 

At the same time an effort was made to stimulate internal and 
foreign commerce. “Communism and commerce,”’ said Lenin in an 
article published in the Moscow press on the fourth anniversary of 
the November revolution, “the connection seems very loose, incom- 
prehensible, far-fetched. But if we think of it from the economic 
point of view, there is no greater difference between them than between 
Communism and petty peasant patriarchal agriculture... . . Let us 
not give ourselves up to ‘emotional socialism’ or to the old Russian 
half-lordly, half-rustic, state of mind which feels supreme contempt of 
commerce.” In this manner the Soviet government announced its 
retreat from state capitalism to state regulation of semi-private com- 
merce, at the same time announcing the hope that the end of its 
“‘strategic”’ retreats was in sight. 

This sanction of private trading produced the third stage in the 
history of the co-operatives under the Soviet régime. The functions 
which were assigned to them under the new economic policy may be 
divided into four classes: trade and industry, agriculture, famine 
relief, and the extension of co-operative enterprise. 

The first step was the promotion of trade. The decrees of the 
spring of 1921 provided that the government food stocks, which 
amounted to about $140,000,000 in value, should be handed over to 
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the co-operative unions and their affiliated societies, and that their 
‘supreme organ,” the Centrosoyus, should be free to fix the equivalent 
values of the goods to be exchanged. The decrees also stipulated 
that the state financing of the co-operatives should come to an end 
on September 1, 1921, so that a complete financial reorganization was 
necessary in order to carry out the new functions of aiding the 
exchange of goods. Looking toward this end, Kinchuk, president of 
the Board of Centrosoyus, stated at the All-Russian Congress of 
Co-operative Delegates held in July, 1921, that it should be “ essential 
to subscribe to shares, to stimulate deposit operations, to organize 
new undertakings, to strengthen productive co-operatives, to establish 
international co-operative relations and to take steps for the founda- 
tion of an international co-operative bank.”’ 

The co-operative organization is an essential part of the mechan- 
ism for foreign trade. This function antedates the new economic 
policy. The trade agreement with England was not signed until 
March, 1921, but the All-Russian Co-operative Society, Limited 
(known as Arcos) had been established in London in October, 1920, 
as a buying and selling agency. Arcos’ purchases up to August, 1921, 
amounted to more than £5,000,000, spent chiefly for provisions, tex- 
tiles, coal, seeds, and agricultural machinery. Sales during the same 
period amounted to the much smaller sum of £300,000. Arcos 
remains the main channel used by the People’s Commissariat for 
Foreign Trade for Russian purchases abroad. 

A special trading function is required of the co-operatives at home 
by the decree which allows workmen to trade with the peasants 
‘‘either directly at special ‘bartering points’ established in the villages 
or indirectly through the Centrosoyus.”’ Another function is that of 
purchasing for the state factories, which are permitted but not required 
to buy through their agency. The Soviet government favors the co- 
operatives in the provision of manufactured goods in order to facilitate 
the process of barter with the peasants and the securing of surplus 
grain from the more prosperous provinces for the needs of the towns. 

The peasant handicrafts (known as the Kustar) have an important 
place in the co-operative system which also antedates the present 
stage. The co-operatives attempt to obtain raw materials for these 
home industries at reasonable prices and to organize the sale of the 
articles produced. At the present time this is a particularly important 
task for two reasons: food must be obtained for the towns and the 
famine districts, and at the same time internal and export trade must 
be stimulated. In the summer of 1921, Arcos attempted to create a 
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demand from outside the country for articles made by Russian 
peasants by organizing in London an exhibition of Russian peasants 
industries. 

Under the new economic policy the co-operatives have been 
granted special favors in the field of production. They have been 
given a preference over individuals in leasing factories which have 
been freed from government control, and have taken advantage of 
the opportunity on a large scale. In some instances the co-operative 
factories are operated by the general district associations and in others 
new associations have been formed for the purpose of undertaking 
factory production. 

A consumers’ co-operative bank was formed by a decree of the 
All-Russian Central Executive Committee and the Council of People’s 
Commissaries on December 13, 1921. Its principal object is to 
facilitate the transactions of co-operative societies by supplying credit 
and undertaking banking operations for them. Only co-operative 
organizations may become clients. The bank is capitalized at 
1,300,000 gold rubles. 

In agriculture the chief réle of the co-operatives under the present 
Soviet policy is the distribution of agricultural machinery, with the 
introduction of new types and methods wherever possible. The 
Soviet government believes that the co-operative organizations, which 
have been familiar to the peasants for years and are trusted by them, 
have a better opportunity in this field than a government depart- 
ment would have. The Commissariat for Agriculture is using the 
co-operative organizations for a general educational campaign as 
well as for bringing about the collective use of the larger agricultural 
machines. 

The Centrosoyus is an instrument which is particularly adapted 
to the needs of famine relief, and it has organized all of its affiliated 
societies to that end. Following instructions given by the All-Russian 
Congress of Co-operative Delegates in July, 1921, the Board of the 
Centrosoyus set aside a percentage of its goods for famine relief and 
called on the allied organizations to carry out district plans for 
assembling reserves of stocks and funds and to produce whatever was 
necessary to meet special famine needs as they arose. In the autumn 
of 1921 the Centrosoyus procured and distributed 1,000,000 poods of 
seed and 3,000,000 poods of potatoes for consumption, according to 
a report by Kinchuk, president of the Board of Centrosoyus, to the 
Russian Trade Delegation in London. In addition 2 per cent of the 
total profits of the Centrosoyus was devoted to famine victims. 
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Finally, the Soviet government holds it to be the duty of the 
co-operative unions to give the impulse to the extension of the co- 
operative principle in trade, agriculture, and industry throughout 
the country. Steps are being taken to bring consumers’ and producers’ 
co-operatives into closer harmony. The work of propaganda for 
co-operation is constantly going on, although at the present time it is 
said to suffer from so serious a lack of experienced organizers that it 
is proposed to establish a training school for them. 

The degree of autonomy which the co-operatives in Russia have 
attained under the Soviet government’s new economic policy is not 
wholly clear. According to Kinchuk the co-operative movement 
“completely recovered its former autonomy and its former privileges 
in the exercise of its operations” by the decree of April 7, 1921. 
Representatives of the government see the matter in a slightly different 
light from the leaders of the co-operative movement, according to 
the Russian Trade Delegation in London. 

Some co-operators of the old, individualistic way of thinking, being 
unable to distinguish outward forms from the essence of things, have begun 
to imagine that the new development of Centrosoyus means the restoration 
of their old privileges and liberties. For the good of Russian Co-operation, 
and of the co-operative movement generally, it should be made clear at 
the outset that no such return to the past is implied. 

The new independence of the Centrosoyus and its new powers and 
obligations are far removed from its past, self-contained independence 
and its ‘“‘parish-pump”’ outlook.* 

Certainly the field of operations for the co-operatives has been 
enlarged, but the degree of independence must be viewed in the light 
of the scheme of interlocking directorates with the government 
offices which the decree of April 7, 1921, provides for. The Com- 
missar and the Assistant Commissars of Foreign Trade are members 
of the Board of the Centrosoyus, and the government is given the 
right to nominate all members of the Board, although it has not yet 
exercised its privilege. As the activities of Arcos in London are 
studied, it appears to be simply the long arm of the People’s Com- 
missariat for Foreign Trade. 

The present policy of the Soviet government is clearly to use the 
co-operative organization as a means of furthering the economic 
development of Russia and to develop it into one harmonious system 
which shall be a sympathetic instrument for carrying out the govern- 
ment’s policies. dint Wines 
Mount Holyoke COLLEGE 


*Russian Information and Review, November 1, 1921, p. 71. 














THE GROWTH OF THE “SERVICE IDEA” IN SELLING 


Within recent years there has been developing a noticeable 
tendency to define selling as a process of. rendering service. Thus 
a manufacturer of automobiles does not sell automobiles; he sells 
transportation. And he uses as his strongest selling point the argu- 
ment that the buyer of his car will have uninterrupted transporta- 
tion. Similarly a manufacturer of tires does not sell tires; he sells 
mileage. And if one casing does not give satisfactory mileage he 
will furnish another. The prevalence of the idea is denoted by such 
slogans as that of the Mazda lamp: “Not the name of a thing but 
the mark of a service.” 

Though this tendency has made itself felt and has been remarked 
upon frequently of late, still it has never been measured and stated 
in quantitative terms. The writer undertook to measure it, adopting 
as the unit of measurement the appearance of the word service, as the 
method to count the number of advertisements in standard maga- 
zines—Literary Digest, Collier’s Weekly, and Country Life in America— 
in which the word has appeared. 

Admittedly the mere word does not convey all of the idea; nor 
does every occurrence of the word denote the exclusive and identical 
idea under measurement. Nevertheless the word is the best sign there 
is of the idea. Again, magazine advertising does not comprise all the 
forms of selling. Still it is probably the best repository extant of 
selling practices and policies; and it reflects the prevailing trends 
with considerable accuracy. 

A preliminary survey of the advertisements in these periodicals 
beginning with the year 1900 showed that the word occurred in from 
one to five advertisements in a hundred, until in 1908 when it began 
to appear more frequently. Accordingly this year was taken as the 
initial year for the survey, and issues were examined at intervals of 
two years. In the case of the monthly, Country Life, each issue in 
the year was examined; in the case of the weekly magazines, one 
issue was chosen at random from those of each month. All the 
advertisements were counted and read except those on cover pages 
and in classified columns; and the percentage of those containing the 
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word “service” was computed. The results are shown in Table I of 
which the following may be taken as a summary: 


TABLE I 
SHOWING THE NUMBER OF ADVERTISEMENTS CONTAINING THE WorpD “SERVICE,” 
IN THE Literary Digest, Collier’s Weekly, AND Country Life in America, 
1908-20 
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1. Since 1908 there has been a growing tendency to use the word 
service in magazine advertising. In all three of the magazines exam- 
ined the trend is similar in direction and amount. 

2. The frequency has increased on the average from 5 per cent to 
24 per cent—almost fivefold. 

3. The rate of increase has been fairly regular, the greatest amount 
occurring in the biennium 1911-12. 

We should probably not be justified in regarding this change as a 
matter of conscious evolution. During the first part of the period 
under investigation it was probably unrecognized by any considerable 
body of sellers. Within more recent years, however, it has probably 
been more acutely conscious and purposeful. A strong influence in 
making it so may have been the rise of the Rotary clubs and the 
adoption in 1912 of Service as their motto. 

Again we are not justified in assuming that this redefinition of 
selling is completed. The new conception does not yet permeate the 
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entire selling consciousness, as is shown by the fact that even now 
only 24 per cent of advertisements contain the word. This does not 
necessarily mean that twenty-four of every hundred advertisers are 
converted, for some of the advertisements are duplications from year 
to year of the advertisements of the same firms. On the other hand, 
the figures do not mean that only 24 per cent of sellers have the new 
conception. Many may conceivably hold it with greater or less 
clearness without expressing it in their advertising. 

In connection with the evolution of the term should be noted one 
curious qualitative change that has occurred. As first used, the word 
service denoted something gratuitous which was given in addition to 
the commodity, such as restroom and telephone accommodations in a 
department store. Service was regarded as a sort of economic second- 
mile which the seller furnished out of the goodness of his heart. 
Within recent years, however, and by the advanced sellers, service 
has come to be regarded not as an accessory but as a real part of the 
commodity, indeed, as the commodity itself. As both seller and 
buyer have begun to philosophize about the matter they have come 
to see that after all the latter pays for the service. He therefore has 
the right to specify what form it shall take. 

Judging by the fivefold increase in the use of “service”? during 
the past twelve years, we may reasonably infer that sellers have found 
it a profitable idea to exploit, and that the seller who wishes to be 
successful will probably profit by using the idea in distributing his 
wares. He may weave his sales arguments and appeals around it; 
or in a more subtle manner he may coin a new term that will make his 
commodity stand for some particular form of service. What is still 
more to the point, he must saturate himself with the idea, concentrat- 
ing earnestly upon the needs of the buyer and seeking honestly to 
fulfil them. In other words, he must make service not a matter of 
rote acquiescence but a matter of hearty anticipation. 


Harry D. Kitson! 
INDIANA UNIVERSITY 


* With the assistance of M. Brammer, L. Tolle, and C. Wilson. 











ORGANIZATION AND METHODS OF THE WALWORTH 
MANUFACTURING COMPANY’? 


I. HISTORICAL 


In 1841, J. J. Walworth and Joseph Nason formed a partnership 
in New York, under the firm name of Walworth & Nason, for the 
purpose of “warming and ventilating buildings by means of steam 
and hot water apparatus.’”’ The company was originally engaged in 
contracting and construction work. It purchased the necessary 
supplies and installed heating systems in dwelling and business houses. 
It used hot water as a means of heating until 1844 when it com- 
menced to employ steam. 

The company moved to Boston in 1842 and established a small 
plant in the heart of the city. Five years later the plant was trans- 
ferred to Edgeworth but an office was maintained in Boston. The 
plant was employed to manufacture pipe which was used by the 
company in its installation work. The manufacturing operations of 
the company continued to be secondary to its contracting work. 

In 1852 Joseph Nason withdrew from the partnership, and a new 
partnership was formed under the name of J. J. Walworth & Com- 
pany. This partnership was incorporated in 1872 under the name of 
the Walworth Manufacturing Company. 

In the late fifties the company commenced the manufacture of 
pipe fittings and later it undertook the production of valves. These 
were manufactured only because the company found it difficult to 
purchase elsewhere the fittings and valves which it needed in its 
construction work. It is interesting to note that at the present time 
the company has ceased to do construction work and has also ceased 
to produce pipe and devotes its entire energy to the production of 
fittings and valves. 

As its activities increased, the company found its original plant 
insufficient and a new plant was established at Cambridgeport about 
1860. This plant was continued in operation until 1882, when a 
factory was constructed in South Boston which continues in operation 

* The author desires to acknowledge the courtesy of Mr. Howard Coonley, 
president of the Walworth Manufacturing Company, in granting permission for 
the publication of the material contained in this case. 
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and now constitutes one of the two manufacturing plants of the 
company—the other being at Kewanee, Illinois. 

The company continued to produce pipe fittings and valves and 
to carry on its construction work until 1912. The personnel of the 
company had changed to some extent, but most of the officers and 
principal executives were persons who had long been in its service. 
In this year it was decided that a reorganization of the company was 
desirable and this was commenced by the selection of Mr. Howard 
Coonley, of Chicago, Illinois, as president of the company. Mr. 
Coonley brought about a complete reorganization of the company 
and commenced a campaign for extending its activities. This resulted 
in 1917 in the purchase from the National Tube Company of a 
factory at Kewanee, Illinois, and the establishment of a Western 
sales office at Chicago. The Kewanee plant trebled the output of 
the company and this in turn resulted in a change in the sales methods 
and policies. 

Il. ORGANIZATION OF THE COMPANY 


The purchase of the Kewanee plant resulted in changes of con- 
siderable importance in the organization of the original company. 
Since that time the president has given much attention to developing 
an organization which would insure proper control over the Kewanee 
works and the increased sales. 

The organization of the company as of July 30, 1918, is shown in 
Exhibit I on page 436. This chart of organization shows that an 
attempt had been made to set up a functional organization. It also 
shows that an executive committee was established composed of 
the officers of the company. This committee acted in an advisory 
capacity to the president and was authorized to act for him in his 
absence. 

Exhibit II on page 437 shows the organization of the company as 
of May, 1920. It is of particular interest in showing the expansion 
in the number of staff assistants for sales promotion; the introduc- 
tion of the office of vice-president in charge of production, with works 
managers at the Kewanee works and at the Boston works; and the 
introduction of the office of vice-president in charge of engineering, 
located at the general offices for developmental work in designed 
products. 

The existing units of the organization of the company and its 
subsidiaries are in well-defined units of organization as follows: (1) 
general offices at Boston; (2) Boston works; (3) Kewanee works; 
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(4) Eastern sales division office at Boston; (5) Western sales division 
office at Chicago; (6) Walworth International Company, New York 
City; (7) Sales branches at Boston, Philadelphia, New York, Chicago, 
Seattle, and Portland. , 

The lines of authority in the present organization have been set 
forth by the president of the company in a chart of organization 
adopted in February, 1921, which is shown in Exhibit III on page 
438. This chart has been sent to all officers, managers, and section 
heads and the lines of authority are therefore presumably understood. 

The chart of the present organization, when compared with the 
May, 1920, chart, shows a further development in the centralization 
of administrative offices under the president as acting vice-president 
in charge of administration. It also shows the appointment of addi- 
tional staff assistants in the office of the president. 

The president of the company has issued a series of general orders 
defining the duties of all of the principal officers of the company. 
Exhibit IV (p. 438) shows General Order No. 61 giving the juris- 
diction of the vice-president in charge of sales. Exhibit V (p. 446) 
shows General Order No. 62 giving the jurisdiction of the vice- 
president in charge of production. Similar orders define the juris- 
diction of each of the principal executives. It is the policy of the 
president to maintain these jurisdictional orders and to issue amend- 
ments and revisions to them as required by changing conditions. 

The president of the company is today in charge not only of 
external relations, that is, relations with directors, stockholders, 
competitors, and sources of supply, but is also in immediate charge 
of a considerable number of internal matters, such as purchasing, 
personnel, general office management, traffic management, and 
accounting. His relationship to these and to other internal functions 
is indicated by the chart of organization shown in Exhibit III. This 
organization necessitates that the president give his attention not 
only to external relations, not only to the correlation of sales, pur- 
chase, and finance, but also to direct supervision of purchases, per- 


sonnel, office management, traffic, and accounting. 

Exhibit III shows that there are three staff assistants in the office 
of the president. These staff assistants do not perform executive 
duties. One is used to collect, present, and analyze data for the use of 
the president, another is used to direct the budget work and to prepare 
reports for the use of the general officers, and the third is employed 
in the establishment of standardized methods and procedures. 
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The company not only sells the product which it produces, but 
also has a considerable volume of sales of material which it purchases 
from other manufacturers. The production department is respon- 
sible for the maintenance of an inventory of the articles produced by 
the company, while the general purchasing agent is responsible for 
the maintenance of an inventory of resale items. The general 
purchasing agent is independent of the production department and 
reports to the vice-president in charge of administration. 

There is a vice-president in charge of production at the general 
offices who has supervision over the two factories of the company. 
There is a works manager at each factory who is answerable directly to 
the vice-president in charge of production. Exhibit VI (p. 456) shows 
a chart of organization for the Kewanee works. The same principles 
of organization are followed in the organization of the Boston works 
(which is very much smaller than the Kewanee works), except that 
production control has not been so well developed at Boston. From 
the chart of organization of the Kewanee works it will be noted that 
emphasis is placed upon the planning of production through a plan- 
ning department and that recognition is made of the difference 
between control over the operations of foundries and control over 
the operations of machine shops. 

The vice-president in charge of sales through an acting manager 
of branches is in control of the branches of the company. He is 
also in control of sales to jobbers and is assisted by the Eastern division 
sales manager, located at Boston, and the Western division sales 
manager, located at Kewanee. The vice-president in charge of sales 
is also in control of the export sales of the company through his posi- 
tion as president of the Walworth International Company. 

It is the present practice of the company. to maintain at each 
branch a branch manager, an assistant branch manager, and a branch 
office manager. The company uses a different man for each of these 
positions and the officers of the company argue that three men are 
needed at each branch as executives in order that each branch may 
be as completely organized as any jobbing house with which the 
branch competes. The manager of the branch reports directly to 
the vice-president in charge of sales. The branch manager and his 
assistants are under the functional control of the treasurer, general 
auditor, and other functional officers of the company. 

The vice-president in charge of engineering at the general offices 
of the company has control of product designing. He and his 
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assistants are authorized to make recommendations with reference to 
changes in design. The recommendations made by the vice-president 
in charge of engineering are passed upon by the vice-president in 
charge of sales and the vice-president in charge of production before 
being adopted by the company. The vice-president in charge of 
engineering is authorized to carry on the experimental work at the 
factories which is thought necessary to determine the desirability 
of the various designs and patterns of production which are con- 
templated. 

The treasurer, located at the general office, is in charge of the 
routine financial matters of the company, but the president of the 
company assumes the responsibility for supervision over the major 
financial operations. There is an assistant treasurer at the general 
offices at Boston and also at the Western division office at Chicago. 
These report directly to the treasurer. The treasurer is assisted 
by a credit and collection manager at the general office and he 
is represented by the office manager of each branch who has charge 
of branch credits. There is a cashier at each of the units of the com- 
pany who is under the control of the treasurer. The treasurer has 
functional control of the financial operations of all the branches, 
divisions, and works. 

Ill. METHODS 

Business administration may be conceived as involving three 
things: (a) the establishment of policies, (b) setting up of an organ- 
ization to carry out these policies; (c) the operating or running of 
the organization which involves the establishment and enforcement 
of operating procedures. 

Section II has dealt with the general policies of the company and 
the organization through which these policies are enforced. It is the 
purpose of this section to set forth the operating procedures employed 
by the organization. These procedures or methods may be treated 
under the following headings: (1) administrative control in the 
general office; (2) establishment of uniform procedures for control 
of departmental and interdepartmental operations; (3) financial 
control; (4) sales control; (5) production control; (6) purchasing 
control; (7) expense control; (8) branch house control; (g) accounting 
and statistical control. 

1. Administrative control in the general offices-—As shown by Sec- 
tion II the administrative control of the company is centralized in the 
general offices at Boston and all the general officers are located there. 
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The company has expanded rapidly during recent years and this has 
led to an increase in the duties of each of the general officers, and has 
tended to produce some confusion as to the classification of adminis- 
trative duties. In order to eliminate this confusion special studies 
have been made of the jurisdiction of each of the functional officers 
and general orders have been issued establishing the jurisdiction of 
each. The nature of these orders is shown by Exhibits IV and V. 

During the years 1919 and 1920 the problem of co-ordinating the 
activities of the departments became so acute that it was decided to 
establish a formal system of budgetary procedure which would provide 
a basis for more efficient co-operation between the executives. Con- 
siderable study was made of this problem by outside counsel co- 
operating with the executives of the company during the latter part 
of 1920. Asa result a manual of budgetary procedure outlining the 
preparation of the departmental estimates and the formulation of 
the various budgets was prepared in December, 1920, and a system 
of budgetary procedure was established effective January, 1921. 
Because adverse market conditions in 1921 made necessary the 
curtailment of all possible overhead, the budgetary program has 
been restricted to some extent during the current year, but it has con- 
tinued in operation in its main essentials and is gradually being per- 
fected with every evidence of its successful operation. 

The head of the Planning and Statistics Section, under whose 
control the direction of the budgetary program has been placed, in 
a letter dated December 19, 1921, says: 


In this phase of our activities we have studied as much of the past of 
the company as time has permitted, and have also kept in touch as much as 
possible with the current economic conditions with special reference to any 
factors affecting our industry. 

With this background we call for estimates on all phases of the business 
from the several departments, and, after having reviewed these in the light 
of such economic data as we have on hand, we attempt to forecast monthly 
the total sales, purchases, pay rolls, cash receipts, cash disbursements, and 
inter-company transfers for the Walworth Manufacturing Company and 
its subsidiaries. 

At the end of each quarter-monthly period, we compile from the best 
of our available resources preliminary figures showing to what extent the 
forecasted results are being realized. At the end of each month we make 
comparisons by departments of the actual with the estimated which we 
refer back to the department heads to show them to what degree of accuracy 
they have been able to estimate their future activities. We also have been 
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issuing a few paragraphs and comments at the end of each month upon the 
reasons for variations between the estimated and the actual and giving 
explanations for large variations in the actual monthly figures. 

We are now about to adopt something more definite in the way of 
budgetary control in connection with office expenses. It is our plan to 
refer the departmental estimates of the general office expenses together 
with the summary thereof to the president who will take them up with 
the advisory committee for approval. When such estimates have been 
ultimately approved by the advisory committee, they shall look upon them 
as appropriations which are not to be deviated from without the permission 
of the advisory committee. In this way we shall have a very definite 
control of our general office expense before it has been incurred. 

The increase in the various duties assumed by the functional 
executives has led to a demand for more comprehensive information 
with reference to the operations of the business. To meet this need 
a study was made during the latter part of 1920 of the report- 
ing requirements of the business, and a series of reports was designed 
for the use of each of the principal executives. These reports were 
adopted, effective as of January 1, 1921. It was the purpose of these 
reports to present to the executive at the end of each month the follow- 
ing information: (a) the performance of the current period; (6) 
comparison of the performance of the current period with the per- 
formance of past periods; (c) comparison of the performance of the 
current period with the estimated performance of the current period; 
(d) comparison, when possible, between the performance of the period 
and the results of this performance. For instance, the reports show 
a comparison between sales and net profits, sales and selling expenses, 
and other similar items. Exhibit VII (p. 457) is a specimen of the 
type of reports received by the executives. 

The head of the Planning and Statistics Section, who has control 
of the preparation of the executive reports, in this same letter of 
December 19, 1921, sets forth the work which is being done in this 
connection as follows: 

A. Periodic Reports. 

We are preparing and issuing periodically the following reports: 

1. Sales 
a) Monthly Comparative Report of Sales. 
b) Quarter-monthly Sales Report. 

2. Production 
a) Monthly Comparative Summary of Orders Received, Shipments, 

Production, Cancellations, Unfilled Orders and Other Receipts into 


Stock. 
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b) Monthly Summary of Production 
c) Monthly Group Pound Cost 
d) Monthly Summary of Orders Received 
e) Monthly Summary of Shipments 
ft) Monthly Summary of Operations 
. Finance 
a) Reports on Accounts Receivable 
b) Reports on Collections 
c) Reports on Accounts Payable 


Ww 


4. Administration 
a) Undistributed Expense 
b) Pay-Roll Summary 
c) Purchase Commitments of the Factories 
d) Monthly Estimates of Cash Receipts 
e) Monthly Estimates of Cash Disbursements 


wa? 


These reports are in addition to those that are more directly connected 
with the master estimate and are preliminary to the audited reports which 
come out somewhat later in the month. The value of our reports is that 
they give the executives very accurate information as to the various activi- 
ties of the company at the earliest possible moment, thereby enabling them 
to keep their finger on the pulse at all times. 

B. Charts 
Much of the information which we compile lends itself admirably 
to charting. We therefore publish each month charts showing our 
sales, net orders received, shipments, production, inventories, unfilled 
orders, etc. 

C. Compilations 
We have studied as much as possible the past activities of the 
company, and in so doing we have attempted to compile in the best 
possible form statistics relating to the following: 


1. Sales (Billing) 
a) By months ) 
b) By groups | In dollars 
c) By units 
2. Shipments 
a) By months 
b) By factories 
. Orders Receive 
. Production 
. Unfilled Orders 
. Cancellations of Orders 


In tonnage 
d 


nu WwW 
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Some of the reports which were adopted for use during the year 
1921 are not now being issued because of the desire to decrease the 
overhead expense of the company as much as possible. 

2. Establishment of uniform procedures for control of departmental 
and interdepartmental operations —Because of the volume of business 
performed by the company and the interdependence of its depart- 
mental activities, it has been found necessary to establish uniform 
procedures for the control of the departmental and interdepartmental 
operations. These procedures have been formulated as the result 
of detailed studies made by the staff officers of the company assisted 
by professional counsel and have been established by the issuing of a 
series of orders which outline these procedures and authorize their 
use. These orders are classified as: 

a) General Orders 

b) Special Orders 

c) Accounting Orders 

d) Division Orders 

e) Works Orders. 

3. Financial control—Through the estimates of cash receipts and 
the estimates of cash disbursements which are prepared in connection 
with the budgetary program, it is possible to formulate a financial 
budget which shows the financial needs of the company. During the 
past year these estimates have been made for one month in advance. 
It is the expectation of the company that during the next year they 
will be made for each quarter subject to revision at the end of each 
month. The establishment of definite appropriations for the expenses 
of each of the functional departments will provide an effective control 
of the disbursements of the company. An effective control of credits 
and collections has been established. 

Considerable attention has been given to the proper accounting 
procedure for controlling cash receipts and disbursements, and a 
comprehensive and effective method has been established and general 
orders issued definitely authorizing the procedure to be followed. 

The treasurer receives monthly reports which give him compre- 
hensive information with reference to (a) cash receipts; (6) cash 
disbursements; (c) accounts receivable; (d) collections; (e) accounts 
payable; (/) general financial condition of the company. 

4. Sales control.—Quarterly sales estimates are prepared by each 
of the branches and divisions of the company. These are combined 
by the vice-president in charge of sales and his staff and co-ordinated 
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into a sales budget for the company as a whole. The vice-president 
in charge of sales and his staff assistants receive weekly and monthly 
reports which provide information with reference to current sales and 
a comparison between current sales, past sales, and estimated sales. 
They also receive supplementary reports from the managers of the 
branches and divisions. 

5. Production control.—The budgetary program contemplates that 
a production budget will be prepared which will provide for a correla- 
tion of the production with the sales program. So far this part of the 
budgetary program has not been perfected. As a result an effective 
control of the inventory of the company has not been established, and 
it has not been possible to establish as effective control over the 
purchase of labor and materials as is desirable. Considerable thought 
has been given to this problem and steps are now being taken to effect 
its solution. 

The establishment of a planning department, to provide for the 
control of production operations, was effected in connection with the 
Kewanee works during the year 1920. The operation of this depart- 
ment has been curtailed to some extent during the year 1921 as a 
means of decreasing the overhead expense in connection with the 
production operations. The essentials of the planning operations 
have been retained, however, and it is the purpose of the company 
to develop the planning procedure in full as soon as the business of 
the company will permit. 

So far a planning department has not been established at the 
Boston factory. The executives of the Boston factory attempt to 
control the volume of production by personal supervision. Super- 
vision of the plant operations is largely in the hands of the foremen of 
the departments. 

6. Purchasing control.—Prior to the installation of the budgetary 
program, the control of the purchases of the company had been 
inadequate. Due to the difficulty of obtaining sufficient materials for 
manufacturing purposes during the years 1919 and 1920, contracts 
were entered into covering the expected needs of the company for a 
considerable period of time. These contracts proved a source of 
considerable embarrassment to the company and resulted in its 
purchase of materials at excessive prices and this in turn resulted in 
excessive production costs. The use of this high-priced material has 
been one of the important causes of the unfavorable showing of the 
company during the year 1921. The budgetary program will bring 
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the purchases of the company under control, and it is the intention of 
the company to put this part of the budgeting into effect at once. 

7. Expense control—The Manual on Budgetary Procedure which 
has been adopted by the company provides for the effective control of 
the expenses of each of the departments of the business. It will be 
noticed from the statement of the head of the Planning and Statistics 
Section (see p. 431) that this control is now being exercised for the 
general-office expenses and that it is the intention of the company to 
extend this control to all departments of the business as rapidly as 
possible. 

Reports which provide comprehensive information with reference 
to the departmental expenses have been designed for the use of the 
departmental executives, the president, and the advisory committee. 
Most of these reports are now in operation, and others are to be put 
into use as rapidly as possible. At the present time a very careful 
scrutiny of the departmental expenses is made by the executives of 
the company and an effective control is exercised through their 
personal supervision. Obviously this procedure will not be satis- 
factory when the operations of the business return to normal, and, 
therefore, it is planned that each of the executives shall have satis- 
factory reports for his use. 

8. Branch house control.—The establishment of branches has been 
a comparatively recent development of the company, and it has been 
necessary to give considerable time and study to the establishment of 
standardized procedures for the control of their operations. During 
the years 1919 and 1920 a detailed study was made of the manage- 
ment and operating methods of the branches, and reports were 
designed for the use of the branch managers, and for the general 
officers in exercising control of branch operations. A manual on 
branch house management and accounting was prepared and adopted 
during the early part of 1921. It was contemplated at that time that 
an additional manual would be prepared establishing standardized 
operating procedures for the branches. Due to the necessity of cur- 
tailing expenditures the latter manual has not been prepared. 
Through the issuance of general, special, and accounting orders well- 
standardized procedures for branch control have been established and 


are now in force. 

9. Accounting and statistical control—Much attention has been 
given to accounting methods and procedures during the past four 
years. ‘The accounting department was reorganized in 1917 largely 
with the purpose of centralizing the accounting control in the general 
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office. A satisfactory classification of accounts, which has been 
revised from time to time, was prepared for the company and made 
effective as of January 1, 1919. Considerable attention has also been 
given to the accounting of the various branches and factories, and a 
number of changes have taken place during the last few years which 
have increased its effectiveness. The chief deficiency of the account- 
ing department during the past three years has been its inability to 
prepare the monthly reports with sufficient promptness to make 
them available for the use of the executives immediately after the 
end of the period for which they are prepared. This has been due 
in part to the fact that the accounting department has expanded 
rapidly and that it took some time for it to standardize its operations 
so that it could work asa well co-ordinated whole. The most 
important executive reports are now prepared by the head of the 
Planning and Statistics Section and are submitted to the executive 
officers before the preparation of the audited reports. This has 
removed a large part of the difficulty arising from the delay of the 
accounting reports. 

During 1921 considerable attention was given to the development 
of statistical studies in connection with the company’s operations. 
Some statistical work is carried on by the various departments, but 
all statistical work is under the functional control of the Planning and 
Statistics Section. The following is quoted from a letter from the 
head of that section dated December 19, 1921: 


In the execution of the work outlined in the foregoing sections of this 
letter, we have found it necessary from time to time, to make special 
statistical studies. 

In attempting to formulate some principle by which we could be guided 
in forecasting our sales, we made a special study to determine whether there 
existed any correlation between the sales of the Walworth Manufacturing 
Company and the contracts awarded as reported by the F. W. Dodge Co. 
The result of this study was the determination of a fairly good coefficient 
of correlation. 

We are just completing a special study which was instituted for the 
purpose of determining whether there is a ‘products group cycle” in our 
business or, in other words, whether there exists a certain sequence in busi- 
ness conditions. We believe that we have found that there does exist a 
certain sequence in which our products pick up from a period of business 
depression and fall off after a peak of prosperity. 

Another study which we have in mind but in which we have not as 
yet been able to make any definite progress is to determine the position of 
the pipe and fittings industry in the general economic cycle. Babson 
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reports that in the present and previous cycles, the various industries have 
been affected in the following sequences: (1) silk, (2) leather, (3) boots and 
shoes, (4) woolens, (5) cottons, (6) clothing, (7) furniture, (8) building 
materials, (9) automobiles, (10) paper, (11) iron and steel, (12) oil. We 
are well down in the list. 

What we wish to do is to refine this analysis so that noting that there 
is an improvement or a depression in the industries first affected, we may 
be placed on our guard and be prepared. 

We are also contemplating a definite study of the seasonal character 
of our various products, particulariy from a standpoint of individual items, 
in order that we may co-ordinate our sales and production to the greatest 
possible extent. 

We also have in mind the figuring of a Walworth price index which we 
could chart in comparison with one of the general commodity indices, 
such as are published by the U.S. Bureau of Labor, Bradstreet’s, Dun’s, etc. 


IV. SUGGESTED CHANGES IN ORGANIZATION AND METHODS 


In the early part of the year 1922 a general survey of the organiza- 
tion and methods of the company was made with the purpose of 
determining: (1) the efficiency of the existing organization and 
methods; (2) the possibility of changing the organization and 
methods to accomplish: (a) more effective control of the operations 
of the company; (0) reduction in overhead expense. 

As a result of this survey a report was made concerning organiza- 
tion and the following is a condensed summary of the recommenda- 
tions made. 

1. Organization of the office of the president.—It is recommended 
that there be created the office of vice-president and general manager 
and that the president delegate to this office all routine problems 
involved in the co-ordination of sales, production, and finance as well 
as supervision over all general-office activities. It is intended that the 
general manager shall aid the president in all matters of executive 
control and shall act for the president during his enforced absence. 

It is argued that because of the present financial and market 
conditions it is imperative that the president should give unremitting 
attention to external relations which involve contacts of great impor- 
tance with brokers, bankers, board of directors, stockholders, and 
competitors. It is thought that these matters will occupy so much of 
his time that he should be relieved of the duties which it is proposed 
to delegate to the general manager. 

2. Organization of production and purchases.—It is recommended 
that the office of vice-president in charge of production be abolished 
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and that a vice-president and works manager reporting directly to 
the vice-president and general manager be located at each of the 
factories. 

It is argued that this should be done for two reasons: 

a) The problems are so dissimilar at the Boston and the Kewanee 
works that it is not feasible to have the two factories under the control 
of a central production executive who will attempt to establish and 
enforce uniform procedures for the two. 

b) The Kewanee works is so far from the general office that it is 
necessary to have an officer of the company located at the works who 
can be given authority to handle the many problems which are con- 
tinually arising, without the necessity of referring them to the general 
office. Since it is necessary to have a vice-president at the Kewanee 
factory it is suggested that there be a vice-president at the Boston 
factory, although it is not contended that this is necessary. 

It is further recommended that the purchases of resale material 
be placed under the production executives so that there may be 
undivided control of inventories. It is proposed that this be accom- 
plished by having a purchasing agent at each factory reporting to the 
vice-president and works manager. 

3. Organization of sales—It is recommended that the office of 
manager of branch houses be abolished and that the branches report 
directly to the vice-president in charge of sales. It is argued that it 
is desirable for the vice-president in charge of sales to become inti- 
mately acquainted with the personnel and activities of the branches 
and that the number of branches which are now operated are not 
sufficient to make the services of a manager of branch houses necessary. 

It is also recommended that the office of assistant manager at 
each branch be discontinued and that the office manager act as 
credit manager, and assistant to the manager. It is argued that the 
standardization of branch methods which has been accomplished by 
the issuance of the branch-house manual makes possible this reduction 
in branch personnel. 

4. The vice-president in charge of engineering.—It is recommended 
that the office of vice-president in charge of engineering be abolished 
and that experimentation and development work be carried on at 
each factory. It is recommended that a product engineer be placed at 
each works and that work with reference to valves and fittings be 
carried on at the Kewanee factory and work with respect to hardware 
specialties be carried on at the Boston factory. It is believed that 
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the vice-president and general manager, acting through the vice- 
president at each works, can effect co-ordination of the work per- 
formed by the product engineers. 

5. Organization for accounting and statistical control.—It is recom- 
mended that the offices of assistant to the president and general 
auditor be combined. It is argued that the standardization of 
methods which has been effected makes this combination possible. 
It is also recommended that there be but one assistant in the office 
of the president in addition to the one who acts as head of the account- 
ing department. 

The suggested changes in organization are shown in the chart of 
organization given in Exhibit VIII on page 458. 

The following changes in methods are recommended: 

1. The simplification of accounting with the aim of securing a 
better understanding of accounting reports by executives in all units 
of the organization. 

2. The development of the system of production control at the 
Kewanee works so as to provide for seasonal stocks. 

3. The installation of a system of production control at the 
Boston works. 

4. The further development of sales budgets so as to provide for 
strict control over purchases of raw materials and for better balancing 
of inventories of finished stocks both at the works and at the branches. 


QUESTIONS FOR DISCUSSION 


1. ‘‘The purchase of the Kewanee plant resulted in changes of consider- 
able importance in the organization of the original company.’”’ Why 
should this be true ? 

2. The organization of the company as shown by its organization chart 
of July 30, 1918, provides for an executive committee which is authorized 
to act for the president in his absence. The suggested organization 
shown in Exhibit VIII provides for 2 vice-president and general man- 
ager to act for the president during his absence. Which method do 
you think better ? 

. Why not let the vice-president in charge of sales or the vice-president 
in charge of production act for the president in his absence ? 


4. The proposed organization as shown in Exhibit VIII is based on the 
assumption that the president is to have charge of the ‘‘external’’ 
relations of the company and that the vice-president and general 
manager is to have supervision of the problems of ‘internal’? adminis- 
tration. Do you think external problems can be divorced from internal 
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problems? Is there any other way to accomplish the purpose which it 
is intended to accomplish by the appointment of a vice-president and 
general manager ? 


. Do you think the appointment of a vice-president in charge of adminis- 


tration as provided in the chart shown in Exhibit III would make 
unnecessary the appointment of the vice-president and general manager 
shown in Exhibit VIII? 


. What advantages and what disadvantages do you see in the proposed 


plan to abolish the office of vice-president in charge of production and 
to establish the office of vice-president and works manager at each 
factory ? 


. What are the possible advantages and disadvantages of the proposed 


abolition of the office of vice-president in charge of engineering ? 


. Do you agree that there should be a purchasing agent at each factory 


who should report to the vice-president and works manager of the 
factory? What other plan might be followed to accomplish the same 


end ? 


. What benefits may be derived from the preparation and issuance of 


jurisdictional orders such as those shown in Exhibits IV and V ?: What 
is your opinion of the plan and content of these orders ? 


. What are the most important changes in organization shown by Exhibits 


I, II, II, and VIII ? 


. In Exhibit III the general auditor, as head of the accounting depart- 


ment, reports to the vice-president in charge of administration. What 
other form of organization might be used for accounting control ? 


. What are the most significant features of the system of budgetary 


control as described in the letter of the head of the Planning and 
Statistical Section? What are its weaknesses ? 

Study the operating procedures of the company as discussed under 
‘*Methods” and make a list of (a) the points which you regard as well 
taken and ()) the points which you regard as not well taken. 

To what extent are the reports received by the executives different from 
those customarily received by executives? Do you regard these differ- 
ences as desirable or undesirable ? 


. Compare the methods of production control used at the Kewanee and 


Boston factories. 


. “The branch manager and his assistants are under the functional 


control of the treasurer, general auditor, and other functional officers 
of the company.”’ What does this mean? 


. “The chief deficiency of the accounting department during the past 


three years has been its inability to prepare the monthly reports with 
sufficient promptness to make them available for the use of the execu- 
tives immediately after the end of the period for which they are pre- 
pared.” What remedies do you suggest for this situation ? 
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. In the 1922 recommendations on methods the following is suggested: 


‘The development of the system of production control at the Kewanee 
works so as to provide for seasonal stocks.”” What does this mean ? 
There is also recommended: ‘‘The further development of sales budgets 
so as to provide for strict control over purchases of raw materials and 
also so as to provide for better balancing of inventories of finished 
stocks both at the works and the branches.” How can sales budgets 
be used for this purpose ? 


. It is stated that one of the purposes of the survey made in 1922 of the 


organization and the methods of the company was to determine ‘‘the 
possibility of changing the organization and methods to accomplish 
(a) more effective control of the operations of the company; (0) reduc- 
tion in overhead expense.” If the recommendations are carried out, 
will the ends sought be obtained? To what extent do you think the 
recommendations made may have been influenced by a consideration 
of the available personnel of the company ? 
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EXHIBIT IV 
March 5, 1921 ORDER NO. 61 
GENERAL ORDERS 
To: All executives for action 
To: Others for information 
Subject: JURISDICTION OF THE VICE-PRESIDENT IN CHARGE OF SALES 
A. Explanatory note 
The jurisdictions defined hereinafter extend to all subsidiaries of the 
company except where specifically limited to the company 
B. Introductory 
Under the direct authority of the president, the vice-president in charge 
of sales will have direct executive control of the following functions: 
C. Jurisdiction shared jointly with the vice-president in charge of produc- 
tion 
1. Approving additions to, alterations in design of, or discontinuance 
of Walworth products, with special reference to standardization 
2. Approving the necessity for patenting Walworth product, and for 
acquiring product patents 
3. Approving the location of new plants with reference to material and 
labor supply, and market advantages 
4. Approving the classification of material as standard or special, and 
the acceptance of orders or contracts for special material 
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. Approving the substitution of purchased for manufactured material 
. Approving the apportionment of factory storage space and inventory 
investment between Walworth and resale material 


. Approving the basis for charging interplant and plant to export 


warehouse shipment 


. Approving the apportionment of Walworth stock as between plants 


and plants and export warehouse 
Approving the necessity for junking or salvaging slow-moving or 
obsolete finished stock or parts in plant inventories 


Jurisdiction assigned exclusively to the vice-president in charge of 


sales 


I 


Ww 


. Competitive selling points on products 

a) Formulating and distributing data as to competitive features of 

sales material 

Sales estimates and quotas 

a) Estimating actual and potential consumption per capita, and by 
sales units, and salesmen’s territories, for total line, and classes 
of product, and comparing with Walworth’s volume 
Estimating sales requirements by product classes, “Significant 
items,”’ and sales units as basis for joint sales and production 
program 
Establishing product quotas for sales units and territories, and 
controlling distribution in accordance with such quotas 
Recording and reporting actual versus estimated sales out of 
branch and Walworth International Company stock, coiaparing 
rate of increase of volume of sales with increase in building permits, 
bank clearances, and other indexes 
Data as to competitors 
Recording fundamental data as to competitors’ aims, policies, dis- 
tribution, volume, etc. 


b 


wa 


wa 


d 
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4. Distribution analysis 


wn 


Recording, reporting, and analyzing fundamental estimates and 

statistics as to geographical, industrial, and trade distribution of 

sales, and classes of sales 

Advertising and sales promotion 

a) Planning all advertising campaigns, determining advertising 
appropriation required and apportionment thereof between 
various classes of advertising expenditure 

b) Determining need for and hiring all agency service, and conduct- 
ing all agency relations other than accounting and financial 

c) Preparing or causing to be prepared, and distributing or causing 
to be distributed, supervising exhibition of or placing all forms 
of advertising except financial advertising 
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Designing or causing to be designed all trade-marks 

Checking or causing to be checked all advertising insertions and 
bills 

Analyzing and improving inquiry-correspondence methods from 
advertising standpoint and preparing or reviewing such classes 
of circular letters as involve advertising values and technique 
Analyzing and improving advertising value of shelf-display 
packing 

Compiling and maintaining all mailing lists of customers and 
prospects 

Recording results traceable to campaigns and media 
Maintaining, recording, and reporting advertising material 
stocked in quantity or possessing inventory value 

Maintaining files of competitors’ literature and magazine copy 
Training all ‘“‘missionary”’ men, soliciting sample orders and 
dealer co-operation, and conducting all other personal missionary 
effort preliminary or auxiliary to the work of the regular sales 
force 


. Soliciting, quoting, and selling 


Planning and scheduling sales campaigns, for company (includ- 
ing Walworth International Company) and for each sales unit, 
to dispose of estimated quotas 

Recording data as to Walworth customers and prospects, as to 
volume and kind of business, sources, and outlets controlled, 
geographical sphere of influence, attitude toward house, etc. 
Soliciting and/or answering all customers’ inquiries 

Soliciting and/or answering all incoming intercompany inquiries 
at all sales units and sending out all intercompany inquiries at 
such units 

Recording such inquiries and percentage materializing into 
orders, and analyzing causes for loss of orders 

Recording al! customers and intersales unit quotations 

Closing all sales and sales contracts 

Recording results of salesmen’s class, and establishing ‘call 
efficiency’ standards 

Assisting the treasurer in obtaining first-hand credit data 
Placing ‘‘try-out” samples of new products and recording and 
reporting results 


. Price and pricing 


Establishing and distributing all customers’ and intercompany 
prices subject to the provisions of General Order No. 41 

Formulating all policies and regulations as to freight allowance 
Performing all pricing operations on all branch and Walworth 
International Company orders except their orders on the works 
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and on all direct shipment engineering sales orders not priced on 
a list and discount basis, and pricing as to discount o1 indicating 
customers’ price basis on all other orders (according as special 
local rulings or the character of the order does or does not ne- 
cessitate indicating the discount or unit price at the transmitting 
sales office), except stock orders on or between works 

Pricing Western division customers’ orders as to list, pending 
the transfer of Western division sales office to Kewanee 
Checking all prices indicated by customers on open orders 
Checking all quoted customers’ orders against quotations 
Checking all intercompany sales charges except for stock trans- 
ferred from plant to plant or from branch or export warehouse 
to plant 


. Orders 


Recording receipt of all orders and cancellations placed by cus- 
tomers and intercompany orders and cancellations on branches 
and Walworth International Company 

Preliminary review of all domestic customers’ orders as to credit, 
subject to the treasurer’s functional control 

Acknowledging all customers’ and intercompany orders on 
branches and Walworth International Company, and all other 
correspondence with customers as to status or order 

Negotiating with customers on all customers’ cancellations, and 
with works and between-sales units on all intercompany cancella- 
tions 

Determining all priorities as between customers and classes of 
customers, and furnishing factories with priority information 
Editing all original customers’ orders as to Walworth terminology 
and all other features necessary to interpret the customers’ 
requirements 

Routing all such customers’ orders as to factory branch or Wal- 
worth International Company out-of-stock shipment or outside 
purchase, and as to which factory or branch, or which vendor 
(where delegated by purchasing organization having jurisdic- 
tion) 

Copying all such customers’ orders and all branch and Walworth 
International Company stock orders 

Writing all branch and Walworth International Company out-of- 
stock shipping orders 

Scheduling shipment on branch and Walworth International 
Company out-of-stock shipping orders 

Following up progress of all orders placed by sales offices on 
factories, outside vendors and Walworth International Company 
warehouse 
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9. Branch and Walworth International Company balance of stores 
a) Establishing and revising maxima and minima and quantities to 
order for: 
(1) All branch and Walworth International Company stock includ- 
ing pipe exclusively used for fabricating, and resale material 
(2) All branch and Walworth International Company office, 
warehouse, and pipe-shop supply stock 
b) Maintaining all balance of stores records of such material, sub- 
ject to the functional control of the general auditor 
c) Determining availability in branch and Walworth International 
Company stock of material called for on orders received by such 
units 
d) Reporting to branches and divisions all slow-moving and all 
obsolete branch and Walworth International Company stock 
10. Branch and Walworth International Company store warehouse, 
and pipe-shop materials (including office, warehouse and pipe-shop 
supplies, refuse, and salvage) 


a) Receiving 
Weighing in, checking against stock and outside purchase 
orders, prepaying express charges for, recording and reporting 
receipt of, directing disposition of, and causing to be delivered 

b) Moving 
Loading and unloading, and moving to and from storage, 
between and within branch and branch warehouses, to and from 
carriers, customers, and vendors, to public dumps, and from 
works and pipe shop (in case of Boston branch) 

c) Storing 
(1) Storing and recording receipt into and issue from stores 
(2) Conducting physical inventories of stores 

d) Packing 


Packing all shipments out of branch and Walworth Inter- 
national Company stock (subject to functional supervision of 
general traffic manager as to traffic requirements for packing) 
e) Shipping 
Preparing and distributing all bills of lading and other ship- 
ping papers for checking description for, weighing out, preparing 
and obtaining receipt for (in the case of express shipments), 
supervising loading of, and sealing cars for, when required, all 
shipments from each branch and from Walworth International 
Company warehouse 
Sale of salvage material, barrels, etc. 
Selling and recording and reporting sale of all such material 
at branches, Walworth International Company, and of all finished 
stock or parts in factory inventories 
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Planning for and performance of branch pipe-shop work 

Routing to machines, scheduling, dispatching, and inspecting, 
and performing all branch pipe-shop work 

Branch and warehouse construction, maintenance, and operation 

a) Approving the design of new branches and warehouses and 
branch and warehouse extensions and alterations 

b) Supervising branch and warehouse construction work under 
functional supervision of vice-president in charge of engineering 

c) Operating branch and warehouse heat, light, power, and water 

service or seeing to it that proper service is rendered by all out- 

side companies concerned in such service 

Maintaining all Walworth-owned branch and Walworth Inter- 

national Company equipment and care of all other branch 

equipment, under functional supervision of vice-president in 

charge of engineering, with respect to pipe-shop equipment, and 

of the general office manager, with respect to office equipment 


d 


wa 


. Claims and complaints 


a) Investigating, conducting negotiations with customers and inter- 
company negotiations, preparing all necessary debits and credits 
to customers and intercompany accounts and maintaining all 
necessary records and reports, in connection with all customer 
and intercompany claims; with the co-operation of the proper 
representatives of the general traffic manager and the general 
purchasing agent, as provided for under their respective jurisdic- 
tional orders, in connection with traffic matters and relations with 
vendors, and subject to the functional control of the proper 
representatives of the treasurer, as provided for under General 
Order No. 57, in connection with financial claims 
Clearing, adjusting with customers, recording, reviewing, and 
reporting to organization concerned all customers’ complaints not 
involving claims 
Traffic 
Establishing and maintaining such policies, organization, and pro- 
cedures for the performance at each sales unit of such functions 
as are or may be assigned to the jurisdiction of the traffic manager 
under General Order No. 56 and delegated by him to the vice- 
president in charge of sales, as the former may require, subject to 
the approval of the president; with special reference to: 
a) Routing of shipments out of branch and Walworth International 
Company stock as to carrier and route 
b) Advising branch and Walworth International Company’s shipping 
units as to proper methods of preparing and handling shipping 
papers, custody of outgoing shipping documents, and recording 
of outgoing prepaid shipments 


b 


aw 
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c) Supervising loading and unloading of cars at branches and 
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Walworth International Company warehouse with reference to 
carriers’ regulations and safety of company’s material 

Quoting traffic rates to branches and Walworth International 
Company shipping and purchasing units, keeping such depart- 
ments advised as to local rate increases, and pricing branch and 
Walworth International Company out-of-stock shipping orders 
as to freight allowance rate and war tax 

Tracing incoming and outgoing shipments for branches and 
Walworth International Company and advising branch and 
Walworth International Company purchasing units as to routings 
for incoming material 

Approving branch and Walworth International Company freight 
bills as to rates 

Adjusting with carriers, Walworth International Company 
and branch transportation claims, and recommending adjust- 
ments with customer 

Collecting c.o.d. remittances from carriers for branches and 
Walworth International Company 

Procuring passenger tickets and preparing itineraries, including 
assistance in establishing territorial boundaries and routes within 
territories, for employees of sales units 


15." Purchasing 

Establishing and maintaining at all branches and both divisions 
such policies, organization, and procedures for the performance of 
such functions as are or may be assigned to the jurisdiction of the 
general purchasing agent, under General Order No. 52, and amend- 
ment thereto or other subsequent general orders and delegated by 
him to the vice-president in charge of sales, as the former may 
require, subject to the approval of the president; with special 
reference to: 

a) Negotiating with vendors of standard resale lines, with a view to 


appraising the resale possibilities of such lines and presenting 
Walworth facilities for distribution 

Making preliminary arrangements with vendors for purchase of 
division, pick-ups, and direct shipment resale material. Purchas- 
ing and recording purchase of branch and Walworth International 
Company resale material 

Purchasing branch and Walworth International Company equip- 
ment and supplies 

Maintaining “‘jobbing cost records’’ for resale material required 
at selling units 

Selling and recording and reporting sale of all salvage material, 
other than second-hand material 
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16. Branch finance 


Establishing and maintaining such policies, organization, and proced- 

ures for the performance at each branch and at the Walworth 

International Company of such functions as are or may be assigned 

to the treasurer’s jurisdiction, under General Order No. 57 or other 

subsequent orders, and delegated by him to the vice-president in 

charge of sales, as the former may require, subject to the approval 

of the president; with special reference to: 

a) Passing on all branch credits 

b) Making and receiving, indorsing and banking all branch collections 

c) Disbursing all branch and Walworth International Company 
working funds 

d) Maintaining all branch bank accounts and such Walworth Inter- 
national Company accounts as the treasurer may delegate 

e) Placing such branch and Walworth International Company 
insurance as the treasurer may delegate 

f) Making such branch property tax returns as the treasurer may 
delegate 


. Accounting 


Establishing and maintaining such policies, organization, and 
procedures for the performance at each sales unit of such functions 
as are or may be assigned to the jurisdiction of the general auditor, 
in General Order No. 46 or other subsequent orders, and delegated 
by him to the vice-president in charge of sales, as the former may 
require, subject to the approval of the president; with special refer- 
ence to: 

a) Invoicing for all branch and export warehouse, out-of-stock 
shipments, all branch direct shipments from vendor (including 
shipments from export warehouse to Branch customers) and all 
direct shipments from Kewanee pending the transfer of Western 
division invoicing from Chicago to Kewanee and from outside 
vendors to export customers 

b) Keeping all branch receivables 

c) Costing, classifying, and tabulating all branch charges to cus- 

tomers 

Keeping all branch and Walworth International Company direct 

shipment registers, and cash books, and preparing branch and 

Walworth International Company journal vouchers originating 

at such units 

e) Preparing reports of all branch accounts receivable, status of 
working fund, inventory as required by the general office, and 
cash receipts and collections 

f) Preparing reports of Walworth International Company status of 
working fund and inventories (as required by the general office) 


d 


a 
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g) Vouchering for branch and Walworth International Company 
all expenditures made by such units 

18. Personnel 
Establishing and maintaining such personnel, policies, and organiza- 
tion and procedures for the performance, at each sales unit, of such 
functions as are or may be assigned to the jurisdiction of the person- 
nel manager, under General Order No. 30 (as amended) or other 
subsequent orders, and delegated by him to the vice-president in 
charge of sales, as may be required by the former, subject to the 
approval of the president 
Office management 
Establishing and maintaining such office management policies, 
organization, and procedures for the performance at each sales unit 
of such functions as are or may be assigned to the jurisdiction of 
the general office manager, under General Order No. 53 or other 
subsequent general orders, and delegated by him to the vice-president 
in charge of sales, as the former may require, subject to the 
approval of the president 


19. 


(Signed) HowARD COONLEY, President 


EXHIBIT V 
March 5, 1921 GENERAL ORDER NO. 62 
GENERAL ORDERS 


To: All executives for action 
To: Others for information 
Subject: JURISDICTION OF THE VICE-PRESIDENT IN CHARGE OF PRODUCTION 
A. Introductory 
Under the direct authority of the president, the vice-president in 
charge of production will have jurisdiction over the following functions: 
B. Jurisdiction shared jointly with the vice-president in charge of sales 
i. Approving additions to, alterations in design of, or discontinuance of 
Walworth products, with speciai reference to standardization 
. Approving the necessity for patenting Walworth products, and for 
acquiring product patents 
3. Approving the location of new plants with reference to material and 
labor supply, and market advantages 
4. Approving the classification of material as standard or special, and 
the acceptance of orders or contracts for special material 
. Approving the substitution of purchased for manufactured materia] 
6. Approving the apportionment of factory storage space and inventory 
investment as between Walworth and resale material 


to 


un 
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7. Approving the basis for charging interplant and plant to export 
warehouse shipments 

8. Approving the apportionment of Walworth stock as between plants 
and between piants and export warehouse 

g. Approving the necessity for junking or salvaging slow-moving or 
obsolete finished stock or parts in plant inventories 

Note.—Nothing in this section of this Order will be interpreted 

as conflicting with General Order No. 32 (as amended) with refer- 
ence to the consulting, investigating, and recommending jurisdiction 
of the vice-president in charge of engineering as a member of the 
president’s staff, where engineering decisions are referred or referable 
to the president 

Inter-works jurisdictions 

1. Production estimates and apportionments 
Estimating consolidated works capacity, apportioning production 
as between works and comparing actual with estimated production 
for both works 

2. Consolidated production and shipment data 
Recording and reporting consolidated production and shipment 
data for both works 

3. Consolidated direct shipment orders received data 
Recording and reporting consolidated direct shipment orders and 
cancellations received at such works 

4. Improvement of management 
Investigating, improving, and standardizing works management 
methods 


D. Intra-works functions 


1. Shipping orders 
a) Orders received by each works (including both sales and supply 
orders except as otherwise noted) 
(1) Preparatory routing 
(a) Registering receipt and checking all shipments 
(b) Re-editing, where necessary, and recopying 
(c) Copying all packing lists and notices of shipment 
(d) Manifolding in such quantities as required by works 
(e) Maintaining order files and checking shipments by items 
(f) Preparing all finished stock-issue tickets 
(g) Ascertaining from sales units concerned or other works 
whether to ‘“‘pick-up” sales order material not manu- 
factured by the company or not in stock at works where 
not indicated on face of order and indicating purchasing 
department’s authority to purchase on order or preparing 
requisitions where required 


~~ 


VY wa 
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(2) Shipment control and correspondence (in connection with 
sales orders) 


(a) 


(b 


wa 


Ascertaining when shipment can be ready to ship and 
scheduling and releasing shipment, subject to priority, 
underweight, and other regulations affecting release of 
shipments 

Conducting all correspondence with sales units and other 
works as to interpretation, changes, substitutions, prom- 
ises, progress, etc., except in case of engineering sales 
orders 


(3) Works pricing and claims 


(a) 


( 


wa 


(d) 


Pricing as to list or unit price, including inserting pick-up 
purchase charges; except engineering sales orders not 
priced on a list and discount basis, and Kewanee Western 
division shipment orders (pending the transfer from 
Western division sales office from Chicago to Kewanee) 
Pricing as to discount all works shipment sales orders 
showing price basis only (except engineering sales orders 
not priced on a list and discount basis) and all stock 
orders placed on works 

Repricing where necessary at time of shipment, as to 
discount and/or list; except engineering sales orders not 
priced on a list and discount basis and Kewanee Western 
division shipments (pending the transfer of the foregoing 
indicated offices) and except where local rulings necessi- 
tate repricing of customers’ orders by transmitting sales 
unit 

Checking pricing (and reporting errors in such pricing to 
sales units) 

Furnishing adjacent division claim department with all 
information available at the works affecting claims aris- 
ing out of such orders except special technical informa- 
tion in possession of the Eastern or Western representative 
on engineering sales 


b) Orders placed by each works 
(1) Copying 
(2) Checking intercompany invoices as to pricing done by sales 
units and other works, and reporting errors in such pricing 
(3) Furnishing adjacent division claim department with all 
information available at the works affecting claims arising 
out of such orders, except as to prices, covered under (2) 


hereinbefore 
Planning 
a) Balance of stores 











b) 
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(1) Establishing and revising to meet sale requirements maxima 

and minima and quantities to order for: 

(a) All stock (including part stock) to be produced at each 
works 

(6) Allraw material, factory supplies (including machine parts 
and tools), and office supplies to be used at each works 

(c) All resale material stocked at each works 

Maintaining all balance of stores records of such material, 

subject to the functional control of the general auditor 

Determining and recording on finished stock or stores issue 

tickets availability of material called for on sales or supply 

orders or internal works requisitions, subject to the estab- 

lished priority regulations 

(4) All shipment control and correspondence functions (see (2) 

above) in connection with intercompany supply orders on 

each works 

All pricing of stores issues for internal works and _ inter- 

company supply orders on each works 

Production orders 

(1) Standard and special routing 

Establishing and maintaining for all standard Walworth 

materials at each works and for all recurring special material, 

standard departmental, machine group, and machine, rout- 

ings, and preparing special routings for other material 

Bills of material 

(a) Maintaining files of bills of material for all standard and 
all recurring special Walworth material 

(6) Preparing the simpler classes of bills of material, as 
required under General Order No. 40 for engineering 
sales material 

Production orders 

(a) Preparing all stock, special, and service production orders, 
condition of equipment notices, job time, and inspection 
job cards, stores issues (applying on such production 
orders) and such other accompanying instructions as 
may be required at each works 

(b) Recording the issue, schedule time, goods produced, and 
actual time on such production orders, and production 
and schedule attained thereon 

(4) Transfer tickets 
Preparing and issuing transfer tickets authorizing all 
moving of work in process at each works 

(5) Production reports 

Preparing all production reports for each works 


- 
iS) 
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c) Production capacities 
Recording and reporting production capacities at each works 
for co-ordination of sales and production 

d) Time study and rating 
Making, recording, and reporting all time and motion studies 
at each works, recording all rates, rating all time cards 

e) Scheduling and dispatching of production orders 
Scheduling all production, service, and special orders at each 
works as to time for completion, subject to priority and promise 
requirements, and as to time for each operation and dispatch- 
ing such orders together with accompanying instructions 

Engineering 


Nore.—The functions outlined in paragraphs a) to c) inclusive, 


hereinafter, will be performed under the functional supervision of 
the vice-president in charge of engineering and will not be interpreted 
as including any work performed by works engineering organization 
for him in connection with his general office jurisdiction as defined 
in paragraphs Ar to A 4 inclusive of General Order No. 32 (as 
amended) 


a) Internal works engineering functions as to materials 





(1) Testing raw materials and supplies requiring chemical or 
physical testing 

Preparing standard formuals for the cupolas and brass fur- 
naces and, for the present, daily formulas 

Standardizing specifications for raw materials and supplies— 
including tool steel not standardized on an inter-works basis 
Performing such chemical and physical testing as may be 
required in connection with (2) and (3) and all other chemical 
and physical tests of raw materials and supplies 


we t 
— — 


+ 


Internal works engineering functions as to products 

(1) Preparing all shop drawings and shop specifications for 
products, except routine engineering sales order drafting as 
provided for under General Order No. 40 

(2) Recording, distributing, and filing such designs and specifica- 
tions 

(3) Preparing special and standard bills of material except for 

simpler types of engineering material, as provided for under 

General Order No. 40 

) Estimating and quoting to sales units on special material 

(5) Inspecting as to dimension of sample castings from all new, 
replaced, rebuilt, or altered patterns 

(6) Making and recording of physical and chemical tests of 

products where such testing requires laboratory apparatus 
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(7) Such other research and investigational work performed at 
each works in connection with products, as may be required 
by the works manager, or the vice-president in charge of 
engineering 

c) Internal works engineering functions as to equipment 

(1) Investigation and reporting as to the necessity for new main- 
tenance equipment and the relative advantages of manu- 
facturing, as against purchasing such equipment 

(2) Designing and specifying such equipment where it is to be 
manufactured by the Walworth Manufacturing Company 

(3) Specifying or approving specifications for such equipment, 
where it is to be purchased 

(4) Inspecting, and testing where necessary, all new machinery, 
tools, and patterns as to conformity with.Walworth standards 
and performing such subsequent inspection and tests as 
require special engineering knowledge or apparatus 

(5) Maintaining all necessary records of machine capacity and 
performance and reporting thereon 

(6) Investigating and reporting on layout of machinery with 
reference to routing of work in process 

d) Internal works engineering functions as to buildings and grounds 

(1) Investigating and reporting on the necessity of plant exten- 
sions, alterations, and repairs 

(2) Designing and specifying such extensions, alterations, and 
repairs and recording, distributing, and filing such designs 
and specifications 

(3) Reviewing the cost of such extensions, alterations, and repairs 

(4) Assisting the works maintenance organization on engineering 
problems connected with such work 

e) Internal works engineering functions as to processes 

Investigating and analyzing works construction, production, 

operating and maintenance methods and results, and experi- 

mental research connected therewith 
f) Works appropriations 

Preparing all requests for works appropriations, reviewing costs 

thereof, as well as of other expenditure not involving appro- 

priations 


. Production 


Supervising and performing all manufacturing operations at each 
works 


. Inspection 


a) Castings, work in process, and finished stock 
Inspecting (and testing when necessary) at each works all 
Walworth castings, work in process and finished stock as to 
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conformity with Walworth standards, and count (other than 
special engineering inspection of castings for new patterns) 
Resale material 
Inspecting (and testing when necessary) all resale material 
received at each works as to conformity with Walworth standards 
(other than special engineering inspection) 
c) Returned material 
Inspecting (and testing when necessary) all material returned 
to each works as to suitability for putting back into stock, repair- 
ing, scrapping, or returning to vendors 
d) Raw material and supplies 
Inspecting (and testing when necessary) all raw material and 
supplies purchased by each works as to conformity with Wal- 
worth standards, and periodically as to condition (other than 
special engineering inspection and testing) 


b 


~~ 


. Construction, maintenance, and operation 


a) Constructing, installing, or authorizing the purchase of and/or 
installing all improvements and additions to the land, buildings, 
equipment, machines, tools and patterns, and dies not chargeable 
to specific jobs, at each works 
Keeping up and repairing such property and employment of out- 
side service therefor, including watchman and fire protection service 
Operating the heat, light, power, and water service at each works 
and seeing to it that proper service is rendered by all outside 
companies concerned in such service 
Constructing and/or installing improvements and additions to 
and/or repairing Walworth-owned property at the branches or 
general or division offices on requistion by the executive having 
jurisdiction over such property 
e) Inspecting all machinery, tools, and patterns periodically as to 
condition (other than special engineering inspection and testing) 
J) Inspecting (and testing when necessary) all construction and 
maintenance work performed by each works organization, and 
all such work performed by outside organizations or elsewhere 
for the company on requests by proper executives (other than 
special engineering inspection and testing) 


b 


a) 
~~ ~ 


d 


—S 


. Materials 


— 


Receiving 

Weighing in, checking against purchase order, paying express 
charges for, recording and reporting receipt of, directing delivery 
of or causing to be delivered all incoming material at each works 
b) Moving 

Loading and unloading and moving to and from storage, 
between and within departments and in the yards, to and from 


a 
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carriers, customers, vendors, Boston branch (in case of Boston 
works) and public dumps all material (including salvage and 
refuse) at each works, and recording and reporting all such trans- 
fers except that of refuse 


c) Storing 
Storing all material at each works, recording its receipt into 
and issue from stores, and conducting all inventories at each 
works (subject to the functional control of the general auditor) 

d) Packing 
Packing, marking, and painting, when necessary, all materials 
to be shipped from each works, including packing or wrapping 
for shelf display 

e) Shipping 


(1) Preparing and distributing all bills of lading and other ship- 
ping papers for, checking descriptions for, weighing out, 
preparing, and obtaining receipt for (in the case of express 
shipments), supervising loading of, and sealing cars for, when 
required, all outgoing shipments at each works 

Weighing out and obtaining receipt from buyer’s representa- 
tive fer all salvage material sold at each works 


- 
iS} 
~~ 


f) Junking of salvage material, barrels, etc. 


Junking (but not salvaging) and recording junking of all 
finished material junked at each works, subject to the approval 
of the vice-president in charge of sales as to necessity for such 
action 


. Traffic 


Establishing and maintaining such policies, organization, and 
procedure at each works for the performance of such functions 
as are or may be assigned to the jurisdiction of the general traffic 
manager in General Order No. 56 or subsequent general orders 
and delegated by him to the vice-president in charge of production, 
as the former may require, subject to the approval of the president; 
with special reference to: 

a) Routing outgoing shipments at each works as to carrier and 

route 

b) Advising shipping department as to proper methods of preparing 
and handling shipping papers, custody of outgoing shipping 
documents, and recording of outgoing prepaid shipments 


wm 


c) Supervising loading and unloading of cars with reference to car- 
riers’ regulation and safety of company’s material 


d 


Quoting traffic rates to works purchasing department, keeping 
such department advised as to local rate increases and checking 
shipping orders as to freight allowance rate and war tax 
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e) Tracing incoming and outgoing shipments and advising works 
purchasing department as to routings for incoming material 

f) Approving freight bills as to rate and preparing charges for switch 
rental service 

g) Adjusting claims with carriers 

h) Collecting c.o.d. remittances from carriers 

i) Procuring passenger tickets and preparing itineraries for 
employees 

Purchasing 

Establishing and maintaining such policies, organization, and 

procedure at each works for the performance of such functions as 

are or may be assigned to the jurisdiction of the general purchasing 

agent in General Order No. 52 and amendment thereto or other 

subsequent general orders and delegated by him to the vice-president 

in charge of production, as the former may require, subject to the 

approval of the president 

. Office management 

Establishing and maintaining such office management policies, 

organization, and procedures for the performance at each works of 

such functions as are assigned to the jurisdiction of the general 

office manager, in General Order No. 53 and delegated by him to 

the vice-president in charge of production as the former may 


require, subject to the approval of the president 


. Accounting 

Establishing and maintaining such policies, organization, and pro- 

cedures at each works for the performance of such functions as 

are or may be assigned to the jurisdiction of the general auditor in 

General Order No. 46 and other subsequent general orders and dele- 

gated by him to the vice-president in charge of production, as the 

former may require, subject to the approval of the president; with 
special reference to: 

a) Figuring all customers’ (except for Kewanee Western division 
shipments pending the transfer of Western division invoicing to 
Kewanee) and all intercompany charges for all shipments from 
each works and all debit and credit memoranda arising out of 
shipments from each works, and preparing all invoices and debit 
and credit memoranda therefrom 
Preparing supporting vouchers for disbursements at each works 
Distributing all incoming invoices at works to detailed works 
accounts 
Keeping all works pay roll, inventory, and cost accounting, and 
statistics as specified or covered in General Order No. 46 














12. 
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Personnel 

Establishing and maintaining such policies, organization, and pro- 
cedure at each works for the performance of such functions as 
are or may be assigned to the jurisdiction of the personnel manager, 
and delegated by him to the vice-president in charge of production, 
as in General Order No. 30 (as amended), as the former may require, 
subject to the approval of the president 


. Finance 


Establishing and maintaining such policies, organization, and 

procedure at each works for the performance of such functions as 

are or may be assigned to the jurisdiction of the treasurer in General 

Order No. 57 and delegated by him to the vice-president in charge 

of production, as the former may require, subject to the approval of 

the president; with special reference to: 

a) Indorsing and banking remittances received at each works 

b) Maintaining paymasters and petty cash funds at each works 

c) Making up pay roll at each works, preparing salary checks and 
disbursing checks or cash, except special pay rolls handled from 
division financial offices 

d) Reporting pay-roll data required by insurance companies 

e) Disbursing all petty cash at each works 

f) Collecting for sales to employees at each works 


— 


aS 


(Signed) Howard Coon_ey, President 
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EXHIBIT VIII 
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BOOK REVIEWS AND NOTICES 


Report on the Steel Strike of 1919. Commission of Inquiry, 
Interchurch World Movement. 


Public Opinion and the Steel Strike of 1919. Supplementary 
reports to the Commission of Inquiry, Interchurch World 
Movement. 


The Three-Shift System in the Steel Indusiry. By Horace B. 
Drury. (Bulletin of Taylor Society, February, 1921.) 

The steel-strike report of the Interchurch World Movement has 
already called forth a large volume of comment, and the merits and de- 
fects of its concrete subject-matter have been pretty thoroughly passed 
in review. The recent appearance, under the same auspices, of a 
volume entitled Public Opinion and the Steel Strike of 1919 makes 
re-examination of this whole enterprise timely. An effort, at the same 
time sympathetic and critical, to give the report a setting and evalua- 
tion in relation to the general subject of scientific industrial research 
should be of some value. Considering the inquiry from this stand- 
point, the report by Professor Horace B. Drury on the three-shift 
system in the steel industry, to the Taylor Society, which appeared 
in the interval between the publication of the original Interchurch 
report and the supplementary volume, furnishes a valuable basis of 
comparison upon one of the chief subjects with which the Inter- 
church report was concerned. 

The title of the Interchurch supplementary report, Public Opinion 
and the Steel Strike, is not accurately descriptive of the materials 
contained. The volume is made up largely of documents and inquiries 
upon which the original report was based, but these documents are 
organized in a way calculated to throw light upon various collateral 
phenomena that usually accompany labor disputes. It is brought 
out, for instance, that the newspapers, especially the Pittsburgh 
newspapers, did not give the public correct information concerning 
the strike; it is shown that the Pittsburgh pulpit was divided, but 
that the prevailing tendency was to see the conflict through the 
eyes of the employers; it is shown that the conflict was accompanied 
by unwarranted arrests, assaults, and police brutality, and that 
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freedom of speech and assembly are not safe-guarded in western 
Pennsylvania. One chapter, devoted to immigrant communities, 
develops the thesis that the steel areas are worlds by themselves, 
whose ideas and viewpoint are matters of complete ignorance in 
adjoining communities. 

Another chapter is devoted to the welfare work of the United 
States Steel Corporation. The company is given credit for some 
excellent work and is criticized for some other features of its policy. 
All these matters are sufficiently familiar to persons who have paid 
attention to labor conflicts in the past or to the social and industrial 
problems that have attended the growth of the steel industry. On 
the whole, the supplementary volume is valuable for the light it throws 
on the original report, but it cannot be said to have developed a 
significant body of new thought in connection with collateral phases 
of strikes. 

Considering the original report and the supplement together, it 
would appear that the architects’ plan for the inquiry was drawn up 
in terms of a measured scientific investigation. In the process of 
construction the report became essentially an indictment. This 
outcome may have resulted from the kind of materials that came 
to light in the course of the inquiry, or it may have resulted from the 
training of the builders and the way they put their materials together. 
A careful reading of the report has brought the reviewer to the 
conclusion that both these influences affected the result. 

Considering the volume as an indictment, the counts in it have 
to do with the general questions of wages, hours, and working con- 
ditions in the industry, and with the inadequate machinery for carry- 
ing on relations between employers and workers in reference to these 
conditions. Thoughtful people have long realized that the twelve- 
hour day, the seven-day week and some of the other circumstances 
connected with the steel manufacture are anachronisms. An investi- 


gator runs no risk of having his science questioned when he labels 


these conditions unwholesome. 

In respect to the relations between employer and employee, 
there is no formula which can command such preponderance of support 
as the claim for wholesome working conditions. However, we find 
the President’s Industrial Conference, the National Industrial 
Conference Board, the Merchant’s Association of New York, and 
other conservative bodies a unit in proclaiming the necessity for some 
systematic channel through which to bring employee viewpoint and 
influence to bear in determining conditions of employment. This 




















BOOK REVIEWS AND NOTICES 





461 


being true, a body with a religious background, proceeding from the 
standpoint of serving human values in industry, can hardly fulfil the 
purpose of honest inquiry and omit to call emphatic attention to the 
failure of the steel industry to keep pace with conservative employer 
opinion, to say nothing of the opinion of other groups. The case is 
somewhat similar with reference to the way in which detective agencies 
are utilized. 

Whether we call the report an investigation or an indictment, 
enlightened people will probably agree that the things criticized are 
on the whole things that ought to be criticized. Many will go farther 
and maintain that no document could deal honestly with this kind 
of subject-matter without revealing a measure of righteous indigna- 
tion. 

There are two sorts of inquiry into industrial relations of which 
the public has occasion to make use. One has to do with ascertaining, 
analyzing, and interpreting facts concerning industrial relations in 
particular industries and trades without reference to any particular 
controversy. The other is a matter of giving the public correct 
information concerning disputes when the conflict is on. The need 
for dependable and timely information about industrial conflicts is 
great. Reports to the public concerning them must select the main 
issues and present them in a way easily’ grasped, without too much 
detail, and without too great regard for the rules laid down in the 
research seminaries. From this latter standpoint the timeliness and 
comprehensiveness of the steel report gave it an important educational 
value; the general slant of the report, however, and its phraseology 
are not quite what the student of industrial relations looks for in a 
piece’ of scientific research. Students may sometimes be pedantic 
in these matters, but it is perhaps clear that research is as much a 
matter of atmosphere and setting as it is of training and method. 
Without reference to the training of investigators or their motives, 
the heat of an acute industrial conflict will seldom furnish a favorable 
setting for dispassionate research, and this was obviously a handicap 
under which the steel report labored. 

In the long run, research is likely to achieve the most useful 
results when it is kept as distinct as possible from propaganda. 
However praiseworthy the ends toward which propaganda is directed, 
its educational function is essentially different from the function of 
research. Even if the enlightenment of the public on the issues of 
a particular conflict is entirely divorced from propaganda, that, too, 
is a different function from the function of research. 
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All in all, it is clear that the steel report served a useful purpose, 
useful in its timeliness, useful as an example of the possibilities of 
organized religion for commanding thoughtful attention both to the 
specific issue and to the more abstract question of industrial morality. 
The enterprise is one upon which the basis of judgment must be 
essentially different from that used in determining the value of a piece 
of purely scientific research. It is clear that this sort of inquiry 
should be classified in a different category from that kind of industrial 
research which has the dispassionate, perhaps even colorless, object 
of extending the bounds of human knowledge. 

To qualify as business research, analysis of industrial relations 
in a highly complex industry must not only have regard to the social 
factors involved, but it must also take due cognizance of the economic, 
engineering, and business organization factors. From the standpoint 
of research the question of individual or group motives is important 
only in so far as it affects conclusions reached or the question of final 
solutions for problems analyzed. 

Professor Drury’s report on the three-shift system and the chapter 
on the twelve-hour day (chapter iii) in the Interchurch report are 
concerned with the same industrial situation. They arrive at 
substantially similar conclusions as to the desirability and feasibility 
of eliminating the twelve-hour day. The documents are not greatly 
different in length. There are one or two similar citations in them. 
In other respects they are entirely dissimilar. The data used in the 
Interchurch report are made up primarily of statements by individuals 
and references to public documents. As is perhaps natural, consider- 
ing the auspices under which the report appeared, the question of 
human motives is in the foreground throughout the discussion. 
The Drury report is the work of a professor of economics and business 
organization who has a distinct social slant. His conclusions are 
set forth before a Society made up chiefiy of progressive engineers. 
Nowhere in the report is the question of motives stressed. The 
report is eloquent in its social implications, but these come to the 
reader through suggestions; they are nowehere stated. The temper 
and method of the report are revealed in a brief abstract in which the 
conclusions reached are summed up in the following language: 

At this time when many mills are laying off large numbers of men the 
question is being raised as to why any job need be 12 hours long. England 
has given up the 12-hour day in her steel industry, and so has France, 
Germany, Sweden, Italy, Belgium, Spain. There is no other large American 
industry which, like a steel plant, works the majority of its men 12 hours 
a day. 











BOOK REVIEWS AND NOTICES 463 


The writer has recently visited practically all of the some 20 American 
steel plants which are now running on three shifts. He has found that the 
men have been willing to make substantial concessions in daily wages in 
order to get the shorter hours. A 25 per cent increase in hourly rates is 
ample to compensate the men for a 4 hours’ loss of pay. To give all the 
men now on 12-hour work a 25 per cent increase in wages and cut down their 
day from 12 to 8 hours, would cost a manufacturer of pig iron at the most 
about 21 cents a ton. Pig iron sells for $40. If all the departments in a 
steel plant were to be changed from two to three shifts, the increase in total 
cost for the finished rail, bar, or plate could not, on the average, be more 
than about 3 per cent. 

But the increase in cost need not be nearly so great as these figures. 
By taking care, some manufacturers going on 8 hours have been able to 
reduce their force of men to per cent—some, more. Others have found that 
the quality of their open-hearth steel has improved and that the expense 
for fuel and wear and tear on furnaces has been substantially reduced. 
Others have found that their rolling-mill output has gone up well toward 
20 per cent, or even more. 

The steel industry is not one in which output can easily be increased, 
and during the initial stages of three-shift operation most companies have 
had to stand some increase in labor cost, but, taking it all in all, the manu- 
facturers now operating on the shorter day are practically a unit in saying 
that it means more satisfactory operations, and is better business. Many 
detailed problems have had to be worked out; but certainly the experience 
of these 20 plants have shown that there is no outstanding obstacle to putting 
the steel industry on a three-shift day. 

Today conditions are more favorable for introducing the three-shift 
system than they were at the time when most of the plants now employing 
it made the change. With labor as abundant as at present, the expense 
of wage adjustments would unquestionably be less, and the increase in 
efficiency substantially greater, than was true in the case of the companies 
whose experience is discussed in this report. 

If the present favorable opportunity is not seized, it is apt to mean 
greater expense when the steel industry does decide to go to three shifts, 
as it is almost certain to do before the iapse of very many years. 

Inquiring into the economic, industrial, and psychological influ- 
ences that have caused the persistence of the twelve-hour day notwith- 
standing the fact that it is not an industrial or a metallurgical 
necessity, Mr. Drury appears to consider inertia the dominant 
influence that has retarded change. After going into various indus- 
trial factors in the problem he has this to say: “So a condition has 
become general in which the managers choose to have on hand a 
fairly adequate number of men working at an intensity which permits 
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them to stay around for twelve hours.” From the workers’ angle 
he has this to say: ‘The steel industry has for many years recruited 
its workers from a class of men to whom this combination of long, 
sluggish hours with rather high weekly earnings has had particular 
charm.” 

Mr. Drury’s analysis of the experience of different plants that have 
introduced the three-shift system, of the difficulties encountered and 
the way in which they have been overcome, is most detailed and 
painstaking, as is his analysis of the advantages to be gained from 
going to the three-shift system. He recognizes, however, that the 
problem of putting the whole steel industry on the three-shift system 
is different from the problem of a particular plant, due primarily 
to the greater difficulty of securing an increased labor supply. As 
above noted, he points out very strongly the urgency of utilizing the 
present period of slack demand and labor surplus for getting rid of this 
industrial anachronism. 

The report does not confine itself to the general principles involved 
but goes into the details of planning the new rotations required for 
putting the branches of the industry concerned upon the three-shift 
system. 

In conclusion it should be emphasized again that comparison 
between two works that proceed from such dissimilar viewpoints as 
the Drury report and the report of the Interchurch Movement 
would be obviously unfair unless this difference of viewpoint is fully 
recognized. The Drury report proceeds almost exclusively from a 
research concept, whereas the Interchurch report is primarily a 
document in which there is always back of the investigation the 
thought of immediate propaganda and public education. This in 
no sense discredits the objects sought in the Interchurch report nor 
detracts from the particular service the report rendered. 


WILLARD E. HorcukIss 
Cuicaco, ILLINoIs 


Railroad Valuation. By H. B. VANDERBLUE. Cambridge, 
1920. Pp. 1109. 

This little volume contains a description and critical discussion 
of the valuation work of the Interstate Commerce Commission, up 
to the point at which tentative valuations had been served on fifty- 
five carriers and formal findings and orders as to the “basic facts” 
(not figures of “final value’) published for the Texas Midland, 
Winston-Salem Southbound, and Kansas City Southern. The 
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material was first printed as two articles in the Quarterly Journal of 
Economics, with an introductory note on the valuation provisions of 
the Act of 1920 and an appendix giving the text of the valuation section 
of the Act of 1913. The author presents a clarifying analysis of the 
issues raised and directs his keen critical faculties at the weak spots 
in the reproduction-cost procedure, and especially at the carriers’ 
claims on intangible values. He ends with a note of conjecture as 
to whether the Commission will make final valuations in figures, 
and of skepticism as to the “‘conclusiveness or ultimate usefulness 
of the figures so expensively secured and so elaborately presented.”’ 

It is good to have logical pitfalls hung with red lanterns, but it 
would be better to have a practicable course pointed out. After all, 
the past of railroad investment is such a welter of conflicting claims 
and interests that all that can come out of it is a very patchy com- 
promise. It is only for the future, if at all, that a policy at once logical 
and equitable can be formulated. 

Professor Vanderblue will soon be in a position to present a more 
definitive analysis of the finished work of valuation. If he can give 
his work a constructive turn, he may render a service of great impor- 


tance. 
J. M. CLark 


UNIVERSITY OF CHICAGO 


The Evolution of Parliament. By A. F. PoLtarp, M.A., Lirt.D., 
F.B.A. London and New York: Longmans, Green and 
Co., 1920. Pp. xii+378. 

In 1908 Professor Pollard was elected to a fellowship at All Souls’ 
College, Oxford, on condition of pursuing researches suggested by the 
late F. W. Maitland. The foregoing volume is the outcome of such 
studies, and, in a way, may be regarded as a popular setting forth 
of the result of Maitland’s studies as represented in his Introduction 
to the Memoranda de Parliamento, which he edited for the “Rolls 
Series” in 1893. This work, “the most original and suggestive 
essay that has ever been written on the mediaeval English 
Parliament,’’ has unfortunately remained buried in the “Rolls 
Series” since, and has been, if not unknown, at least ignored by 
writers of textbooks and teachers of English history generally, now 
for a generation. 

Mr. Po llard does not pretend, therefore, to present an exhaustive 
liament, but rather to suggest lines upon which such a 











466 BOOK REVIEWS AND NOTICES 


history should be written; to indicate the research that is still neces- 
sary, rather than to give a résumé of what has already been done. 

The student whose mind has been saturated with the dicta ex 
cathedra of Stubbs will get many a surprise, even a jolt now and then, 
as he reads this book. If perchance he be a teacher who has tried to 
reconcile for the inquiring student the accepted classical theories 
with the now well-established facts of English constitutional history, 
such a chapter as “The Myth of the Three Estates” will be read with 
positive delight. He will discover that “there ain’t no such tract,” 
nor ever was. 

Another such enlightening chapter is ‘‘ The Fiction of the Peerage.” 
For here too is another darkened corner in which legal theorists have 
contrived to develop much fog and little light. Whether we accept 
Mr. Pollard’s results or not, they do credit to his boldness in challen- 
ging some fundamental teaching of orthodox constitutionalism. But 
why stop here? Why did not the author add to his ‘“ Myth” and his 
“Fiction” still a third chapter, for which he would also get much 
support from Maitland’s studies, on ‘‘The Legend of the Knights of 
the Shire’? Here certainly is another corner, becobwebbed by later 
fiction, that for the clearing of it needs not so much a flash light as a 
broom and a dust cloth. 

Still another prime service of this volume lies in the emphasis 
which Mr. Pollard places upon the judicial function of the early 
parliaments. A thirteenth-century parliament was hardly a legislative 
body, certainly not in the modern sense. Not only was parliament 
the high court of the realm, but its business was largely and actually 
concerned with judicial matters. When it acted in a legislative 
way, its function was that of a court which declares, or defines, law 
rather than that of a legislative body which makes law. But even 
here, except in time of revolution, a parliament will not command; 
it may only petition. The king may grant or withhold. That is, 
both in theory and in fact, in the last instance, the king, and not 
parliament, will declare the law. The function of the early parlia- 
ments then, even as a high court of justice, was advisory. It was 
their duty to give good counsel. Their authority rested upon the fact 
that their advice represented a consensus of opinion of a group of 
communities of the realm, seigniorial or other. Hence the term 
“‘Colloquium,’’ which first seems to have come into use to distinguish 
the larger gathering, as the older ‘‘Concillium”’ was reserved for the 
more official and select body of king’s councilors, far more accurately 
expresses the real function of a thirteenth-century parliament than the 
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later and more pretentious foreign “Parliamentum.” In fact the 
king might summon almost any group of subjects, political or eco- 
nomic, lay or ecclesiastical, or both, to a conference (‘‘Colloquium”’) 
with his council, and such a joint gathering would be called a “‘parlia- 
ment’’—‘Parliamentum.” The well-known “parliament of Mer- 


chants”’ is an illustration directly to the point. 
BENJAMIN TERRY 
UNIVERSITY OF CHICAGO 


Employment Methods. By NATHAN W.SHEFFERMAN. The Ron- 
ald Press, 1920. 

This book is essentially a manual of practice on the selection, 
placement, and individual follow-up of the worker, although it recog- 
nizes and to a limited degree discusses certain of the broader phases 
of personnel management. It appears to be largely a detailed inter- 
pretation of observation and experience, and as such brings together 
many suggestive facts. 

In its general conception the book is at times somewhat perplex- 
ing. Compare, for example, these quotations: “selecting the right 
man for the right job is the principal function of the employment 
manager, and the success with which he performs that function is 
almost the measure of his success in general” (page 139); “‘it is as 
an interviewer that the employment manager can best demonstrate 
his special ability ....” (page 19); ,“the ideal employment 
manager, trained by assiduous practice in the duties of interview- 
ing, finds himself prepared to take up his most delicate and difficult 
task of properly hiring, placing, and constructively holding workers; 
of restoring to industry the humanizing influence; of being a success- 
ful ‘trouble agent’ and ‘pacificator’” (page 20); and “standing on 
neutral ground, the employment manager is the greatest force in 
industry today for the fusing of interests that in the past have caused 
management and worker to travel different roads” (page 357). 
While such excerpts taken from their general setting do not fully 
set forth the position of the author in each case, yet they are essentially 
fair to the author. It is also somewhat perplexing to have stated that 
the employment manager for the “business house” must hold the 
position similar to that indicated in the charts exhibited, and these 
charts place his position as ranging in rank from a vice-president to 
a subordinate of the office manager. Varied or at least unharmonized 
points of view like these leave one in considerable doubt concerning 
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appropriate plans and methods in organizing or maintaining an 
employment department. 

In its particular content the book presents many valuable princi- 
ples. Thus, in regard to establishing the employment department a 
constructive position is taken in stating that “the final plan will 
be a gradual development, the outgrowth of subsequent experience. 
Indeed, no plan is really final; that is to say, it can never be iron- 
bound and rigid. Every successful plan must be flexible and ad- 
justable to conditions; its development should be in the nature of an 
organic growth” (page 22). Again, “transfers should not be sub- 

On the other hand certain points 
and opinions seem to be too freely accepted without judicial weigh- 
ing, such as urging that “the payment of an adequate wage is 
the panacea for nearly all employment disturbances; it is the basic 
remedy for labor turnover’’ (page 210) and treating profit-sharing 
plans as service work (page 358). Again, the acceptance of cer- 
tain theories of labor turnover without adequate presentation of 
the purpose and possible merits of other theories, limits the value 
of the turnover material. Possibly, however, it is asking too much, 
in view of the scope of the book, to insist on a comprehensive dis- 
cussion of the broader problems of employer-employee relations. 

One can get much useful information from this book in its 
restricted field of employment routine. Both the practitioner and the 
student, however, must regret the lack of any comprehensive refer- 
ences, either as further elaboration of the opinions expressed or in 
recognition of opposing theories. Also, one would like greater 
discrimination in the selection of the somewhat tediously detailed 
methods and forms. 


Dwicut L. HoopINGARNER 
Boston, MASSACHUSETTS 


Elements of Bond Investment. By A. M. Saxotskt. New York: 
The Ronald Press Co., 1921. Pp. 158. 

This little book presents “in a non-technical manner the principles 
underlying bond investment.’ Of the ten short chapters, chapters 
i-iv cover the general ground of fundamental principles and classifica- 
tion, and chapters v-x are devoted to national, state, county and 
municipal, railroad, public utility, and industrial bonds respectively. 
Recent legislation is noticed, and a good use is made of historical 
illustration. An Appendix on ‘Sources of Bond Investment Informa- 
tion,”’ and a full index conclude the volume. 





